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Abstract 
Following deregulation, participants in the Australian dairy-food supply chain, 
especially milk producers, are confronted with a more complex and rapidly changing 
environment. The milk producers have found it difficult to adjust to a situation 
marked by an intensely competitive retail market in the key dairy categories, 
aggressive competition among processors for rights to supply private labels of the 
major retailers, and increasing use of contracts with producers, with stringent quality 
and quantity obligations, to ensure milk supply.     
This research, set in south-east Queensland and northern NSW, studied the strategic 
options available to the milk producers in a dynamic and transitory dairy-food supply 
chain environment. Initially, the research was directed towards identifying risks 
facing milk producers in a deregulated market environment, and proposing strategies 
to manage them. However, after a preliminary analysis of the situation, it became 
clear that identifying the strategic options for milk producers and understanding the 
dynamics of the domestic dairy markets would require a much broader scope, with 
understanding of the strategies pursued by the dairy-food supply chain participants 
(including retailers, processors, milk producers and input providers), the nature of 
relationships between the chain participants, and how these strategies and the 
relationships were developing.  
The profound impact of the trends shaping the dairy-food supply chain necessitated 
the adoption of supply chain management theory to underpin the conceptual 
framework for the research. The framework, which provided the focus and boundaries 
to the research, was designed to integrate two different perspectives in strategic 
management literature, namely industry competition and organisational capability. It 
focused on the supply chain, along with the firm, as the proper levels for analysing 
key factors affecting competitive strategies. A conceptual model was developed based 
on this framework, and was subsequently adapted to the developing line of reasoning, 
as the findings from this research were analysed and interpreted. 
A qualitative research approach was adopted to accommodate the complexity and 
multi-dimensionality of the research topic. A constructivist research paradigm, and a 
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flexible, iterative and continuous research design involving qualitative interviews with 
the key supply-chain participants, allowed an in-depth analysis of the situation, which 
was continually changing in terms of its structure and issues. The data analysis plan 
was formulated to identify the range and salience of key items and concepts, discover 
the relationships among these, and adapt the conceptual model to more effectively 
deal with these findings. NVivo software-assisted analysis helped with consolidation, 
consistency, speed and representation of data; whereas theory and data triangulation 
enhanced validity and trustworthiness of the results. 
While the strategies of different firms analysed in this research varied depending on 
their corporate philosophy, capabilities, and choice of market positioning; a common 
strategic direction can be discerned in the aggregate dairy-food supply chain, where 
strategies of individual firms were interlinked and interdependent in pursuit of end-
user satisfaction with the principal motivation of increasing economic value for the 
chain as a whole, and thereby for its participants. The retailers have focused on 
increasing market share and lowering cost of business in order to achieve better 
returns on the invested capital. This had led to their pursuing private label strategies, 
and taking control of product movements from processor to the retailer in a bid for 
supply chain efficiency. The processors in turn have sought to expand into new 
markets, strengthen brand portfolios in growing dairy segments and pursue targeted 
market leadership strategies to counter increasing private label influence, and at the 
same time use private label contracts to establish multi-functional linkages with the 
retailers. Processors were also increasingly entering into contractual agreements with 
their milk suppliers and putting greater emphasis on farm services for a reliable and 
sustainable supply base.  
Milk producers’ major strategic focus was on operational efficiencies, while their 
industry representatives were lobbying with the regulatory authorities to obtain a ‘fair’ 
farmgate milk price, as farmgate milk returns were increasingly being affected by the 
developments at the retail end and the export market conditions.  
This research, on the other hand, shows that for business success a paradigm shift may 
be required in the way dairy-farm businesses are managed. While continued 
efficiency improvement on-farm is essential, there are additional challenges for milk 
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producers in managing their businesses strategically. Being part of a dynamic supply 
chain environment would necessitate taking a position which makes best use of their 
capabilities and resources. The distinctive positioning could be aligning with a 
particular processor, or accessing a niche market. It could be entering into an 
individual contract with a processor or being part of a supply group. The strategic 
choice of the producer will need to be backed by capabilities such as market 
knowledge, strong business relationships in the output and input markets, and 
financial, contract negotiation, and people management skills.  The focus should be on 
profitability rather than operational efficiency for its own sake. 
The results demonstrate that the Australian dairy-food supply chain is in the early 
stages of development, with issues of coordination, risk/reward, strategic fit, and 
power relations undergoing rapid adjustment among the chain members. The desire of 
the chain participants is sustained profitability. To co-ordinate in pursuit of this desire 
requires renegotiation of inter-sectoral relationships on an ongoing basis. Future 
supply chain development will depend on the capabilities of the chain participants in 
operational and strategic management within the firm, and also in successfully 
negotiating linkages within the chain. In addition, the organisational structures of the 
both the firms and the chain need to be responsive to changing end-user needs and the 
dynamic business environment. 
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Chapter 1 
Introduction 
1.1 Problem situation 
Milk producers in Queensland, together with their northern New South Wales (NSW) 
counterparts, have a changing role in the fresh milk supply chains since the 
deregulation of farmgate milk prices in July 2000. Deregulation and the ensuing 
retailer and processor responses have overturned the traditional supply chain 
relationships, in which milk price and market access for liquid milk were regulated at 
every stage. These changes are marked by a fluctuating farmgate milk price and low 
profitability for milk producers, and a changing power relationship within the supply 
chain.  
Even though milk in this region primarily services the domestic drinking milk sector, 
the export market influences the farmgate milk price, as more than half of Australian 
milk production is destined for the export market. Servicing the domestic milk sector 
requires year-round supply, and thus additional costs of production, compared with 
the seasonal nature of milk production in the rest of Australia.  This has placed the 
producers in the region at a relative disadvantage. 
The milk producers are dealing with a much more complex, competitive and uncertain 
marketplace than just four years ago. This is partly a result of deregulation, but is also 
driven by factors such as increasing consumer awareness, a push for supply chain 
efficiency and changing public policy on the environment. Milk producers are being 
affected by factors that are seemingly external to their immediate environment.  
This research, set in south-east Queensland and northern NSW, strives to understand 
the dynamics of the dairy-food supply chains and the strategic business options 
available, in a deregulated environment, to the chain participants, with a focus on milk 
producers. 
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1.2 Background and aims of research 
In 2001, Dairy Australia (then the Dairy Research and Development Corporation) 
agreed to fund this research which would be directed towards identifying risks facing 
milk producers in a deregulated environment, and proposing strategies to manage 
them in a transitional and dynamic environment. The emerging market configurations 
following deregulation were having a profound impact on the milk producers. In the 
year following deregulation, farmgate milk price declined considerably. The lower 
prices, combined with the drought in 2001-02, and the resulting higher feed prices, 
significantly reduced producers’ income from milk. Processors’ changing 
relationships with retailers also had implications for the producers. The increasing 
share of private label milk and the emergence of major retailers as the prime market 
channel for processors were resulting in retailer dominance of the supply chain 
relationships. Their emphases on reducing costs of doing business and supply chain 
efficiency were reducing margins available to processors and producers in the value 
chain. The processors were increasingly contracting milk producers to secure milk 
supply and meet their specifications, with stringent quality audit requirements. 
The research began with a focus on the milk producers in the region. However, it 
became clear that understanding the dynamics of the domestic dairy markets in a 
deregulated environment would require an understanding with much broader scope, of 
a number of factors at various levels of the supply chain, namely:  
• the strategies pursued by retailers, processors, milk producers and input 
providers such as those of feed and capital; 
• the relationships between the retailers, processors, milk producers and input 
providers; 
• how the strategies and dairy-food chain relationships would develop. 
The profound impact of the factors and trends shaping the dairy-food supply chain on 
the successful strategies for managing the dairy-farm business necessitated the 
adoption of supply chain management theory to underpin the conceptual framework 
for the research. The supply chain concept is a powerful metaphor. It provides a basis 
for understanding a complex reality, as turning raw materials into end products is 
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rarely a simple linear-process chain, and much more like a spaghetti web of 
interconnecting relationships (Cox 1999b). However, the supply chain concept 
facilitates understanding of the complex interplay of business-to-business 
relationships in different dimensions that link raw material or service to the end-user. 
Supply chains have multiple names describing the same phenomena; for example, 
some writers describe them as market networks, and others call them value chains, 
value nets or value networks (O'Keeffe, Michael & Wilson 2000). The present 
research takes an aggregate view of the supply chain. Milk producers were the focus 
of the research, and their upstream and downstream trading partners comprise the 
aggregate supply chain (Spekman, Kamauff Jr & Myhr 1998). 
Within the aggregate dairy-food supply chain, strategies of the selected companies at 
retailer and processor level were identified and analysed. The goal was to understand 
some of the key differences and similarities in the strategies of these organisations, 
and the implications for their customers and suppliers. While retailers and processors 
operate at a national level, the milk producers and the upstream chain participants 
were selected from Queensland and northern New South Wales region, where the 
major proportion of milk is directed towards drinking milk, the segment most affected 
by deregulation. Analysis of the strategies of the entire range of participants in the 
dairy-food supply chain provided a unique perspective on whole-of-dairy-food-
supply-chain in regards to the developing strategies, and the nature of relationships 
between the chain participants. It allowed the dairy-farm business to be placed in the 
context of the supply chain, and conclusions to be drawn on the strategic options 
available to the milk producers. Hence the present research used the theoretical 
foundations of supply chain management to examine the dairy-food supply chain, and 
draw conclusions on the developing strategies and relationships, and their influence 
on the on-farm decision making. 
1.3 Research plan 
The research for this study was conducted in an environment which was continually 
changing in terms of its structure and issues. The research strategy had to be iterative 
and responsive. The research design focussed on qualitative methods of inquiry in 
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information gathering, analysis and interpretation. There were four stages in the 
research (Figure 1.1). 
Figure 1.1: An outline of the research process used, showing the four stages of research 
into the dairy-food supply chain 
The first stage of the research involved immersion in the research topic. This was 
achieved through meetings with industry people, attending industry events, extensive 
reading of literature and industry-related journals and media articles. This helped 
identify key issues, develop a conceptual framework, and devise research methods. 
Meeting with industry people also allowed developing a level of trust and rapport 
with certain people who were later interviewed for the data collection. Collecting and 
reading the research related literature, industry journals, and media articles, were key 
aspects of the initial phase of research.  These activities were continued through the 
4
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study, running parallel to and complementing the research that followed. This allowed 
the researcher to remain updated on the changing industry environment, developments 
in the supply chain management literature and aided progressive interpretation of the 
data collected over the period of the research. 
Each successive research stage evolved out of the previous stage. All primary data 
was collected, in two phases, through semi-structured interviews with key people in 
the dairy-food supply chains, providing a wide range of views and broad coverage of 
current opinion. The data were analysed using NVivo software as it was compatible 
with the research design and the analysis plan (research methods are discussed in 
detail in Chapter 4). The research process involving immersion in the industry 
environment, development of a conceptual framework, extensive collection of 
primary and secondary data, computer-assisted analysis, and feedback from the 
industry stakeholders allowed the development of this thesis. 
1.4 Thesis structure 
The structure of this thesis (shown diagrammatically in Figure 1.2) is designed to 
provide the reader with an analysis of the situation in the dairy industry (Chapter 2), 
the rationale for a conceptual framework based on supply chain management theory 
(Chapter 3), before presenting, analysing and discussing the results of the research 
(Chapter 5-7). The situation analysis and conceptual framework, presented in 
Chapters 2 and 3, justify the research approach to data collection and analysis outlined 
in Chapter 4.  
In Chapter 2, the situation in the dairy industry is examined. The dairy-food supply 
chain is mapped from milk production to processing through to the market channels. 
Key dairy products are then profiled in terms of market share and dominant chain 
participants in these market segments. Lastly, the factors shaping the dairy-food 
supply chain are outlined, and this delineation leads to the statement of the research 
problem and the research questions.  
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Figure 1.2: Thesis structure  
Chapter 3 provides the conceptual framework to give focus and boundaries to the 
research and facilitate the development of theoretical and conceptual outcomes. The 
framework, embedded in the supply chain management perspective, is designed to 
integrate two different perspectives in strategic management literature, namely 
industry competition and organisational capability, and focuses on the supply chain, 
along with the firm, as the proper levels for analysing key factors affecting 
competitive strategies. A conceptual model based on the developed framework is 
proposed. 
In Chapter 4, the research approach and design are outlined, and the context in which 
each stage of the data collection was conducted is established. The selected sample 
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used for data collection, analysis, and interpretation of results is profiled. The data 
analysis plan is also presented in this chapter. 
Chapters 5, 6, and 7 are the “results” chapters; each presents analysis and results of 
the research on one dyad of the dairy-food supply chain. The results are presented in 
the framework conceptualised in Chapter 3, with the discussion focussed on strategies 
and relationships. In each results chapter, the conceptual issues arising from the 
strategies of the chain participants and the resultant impact on their relationships are 
discussed. Implications for the conceptual framework are drawn from this discussion 
and the conceptual model is adapted to the developing line of reasoning. 
In Chapter 5, the retailer and processor strategies and the effects of these strategies on 
their relationships are discussed. The discussion draws mainly on the semi-structured 
interviews conducted with retailers and processors, and uses companies’ annual 
reports, policy documents, informal documents presented during interviews, reports in 
industry journals, and in financial and general media, to triangulate the data for 
enhanced dependability of the findings.  
The processor and producer strategies and relationships are explored in Chapter 6; 
data collected in interviews with processors, niche producer-processors and producers 
in south-east Queensland, and also government service providers and industry body 
representatives, are analysed and interpreted. Access to producers’ contractual 
agreements with their processors, milk price payment documents, ABARE’s 
(Australian Bureau of Agricultural and Resource Economics) farm surveys and 
QDAS (Queensland Dairy Accounting Scheme) publications provided valuable 
secondary data which contributed to the dependability of results.  
In Chapter 7, the strategies and relationships in the last dyad of the dairy-food supply 
chain, namely, the producer and input providers, which include the capital providers, 
are examined.  
In Chapter 8, the key issues that arise from the research are discussed and conclusions 
are drawn. The chapter is presented in two main parts. Firstly, conclusions on the 
strategies and relationships are drawn from a whole-of-dairy-food-supply-chain 
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perspective. The integrated research approach to supply chain strategies and 
relationships, proposed in Chapter 3 and validated in the results chapters, is revisited. 
The developing alignments and processes of chain formation are explored. This 
provides the basis for the second part of the chapter, the discussion and drawing of 
conclusions on the strategic options for milk producers in a deregulated dairy-food 
supply chain in south-east Queensland. The chapter concludes by highlighting the 
implications of this thesis for policy and future research in the dairy, and potentially, 
other agribusiness sectors. 
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Chapter 2 
Situation Analysis 
2.1 Introduction 
The participants in the Australian dairy-food supply chain, especially milk producers, 
have, in recent years, faced significant challenges brought on by the deregulation of 
milk marketing in the late 1990’s and the removal of farmgate price regulations in 
mid-2000. The domestic retail market for dairy products is intensely competitive in 
the key categories of milk, cheese, dairy spreads and chilled desserts with an 
increasingly discerning consumer demanding quality products at competitive prices. 
Major retailers are expanding the use of private labels in the milk category, and to a 
lesser extent in cheese and table spreads, with major emphasis on price as a marketing 
tool.  The competitive tendering process for the rights to supply private labels of the 
major retailers drives the market share and returns of the major dairy processors. 
Much of the milk sourced by major processors supplying the domestic drinking milk 
market is supplied directly by producers under contract. Their contractual obligations 
include consistency in milk supplies and compliance on quality features, with 
penalties attached to any breach. Producers have found it difficult to adjust to the 
market situation in the absence of the government protection which they enjoyed in 
the regulated era. The recent widespread drought, which increased the input costs, 
squeezed the profit margins even further.   
The market and supply chain environment impacts the strategies pursued by chain 
participants, which in turn influence the inter-sectoral relationships. To understand the 
challenges facing the chain participants, it is therefore necessary to understand the 
market and supply chain environment. This chapter presents an analysis of the dairy-
food supply chain situation; the analysis is divided into five sections. The first section 
(2.2) maps the generic dairy-food supply chain from milk production through to the 
retailer. The key dairy products are profiled in the second section (2.3). In the third 
section (2.4), the factors and trends shaping the dairy-food supply chains are 
discussed. The impacts of these factors and trends on milk producers are discussed in 
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the fourth section (2.5). The final section (2.6) presents the problem statement which 
leads to the key research questions this study addresses.  
2.2 Mapping the dairy-food supply chain 
The dairy-food supply chain embraces all participants from milk production through 
to retail. Figure 2.1 maps a generic dairy-food supply chain, where milk is processed 
into drinking milk or milk products, marketed and distributed to the retail segment 
before being consumed by the end-user. 
Figure 2.1: A generic dairy-food supply chain 
2.2.1 Milk production 
The farmgate value of milk production in Australia during 2002/03 was $2.8 billion1, 
placing the dairy industry in third position behind the wheat and beef industries in 
total farmgate value (Dairy Australia 2003c)2. Dairy farms in Australia, in common 
with New Zealand farms, are relatively low-cost, pasture-based operations. However, 
unlike New Zealand dairy farmers, many farmers in Australia now supplement 
pasture with grain concentrates. 
Australia had 10,654 dairy farms in 2002/03, about half of the 1980 total. Average 
herd size was 195 cows, up from 85 in 1980. Australian milk production was 10.3 
billion litres, of which Victoria produced 64%. New South Wales was a distant 
second with 13%. South Australia and Queensland were third with each contributing 
7%.  As Figure 2.2 indicates, 80% of Australia’s total milk production is concentrated 
                                                 
1 All $ amounts of money are in Australian dollars hereinafter, unless otherwise specified. 
2 Unless otherwise stated, the information in this section is derived from ‘Australian Dairy Industry in 
Focus 2003’, published by Dairy Australia. 
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in the south-eastern corner of the country, comprising Victoria, South Australia, 
southern & central New South Wales, and Tasmania.  
Figure 2.2: Dairy regions in Australia and the percentage of total production in each 
region 
Source: Australian Dairy Corporation (2002a) & Hooke (2003) 
Milk production in Australia is destined for two broad categories of market, fluid 
drinking milk (known pre-deregulation as market milk) and milk used to produce 
manufactured dairy products such as butter, cheese, and milk powders. Drinking milk 
accounts for around 18.6% of total milk production, though the percentages vary 
substantially from state to state. Victoria and Tasmania utilise seven and eight per 
cent of their total milk production for drinking milk, whereas Queensland and NSW 
utilise 56% and 47% for this purpose. This high dependence on drinking milk largely 
explains the almost constant year-round milk supply in these latter two states, in 
contrast to the highly seasonal pattern of milk production in south-eastern Australia. 
2.2.2 Processing sector 
Milk is processed by both farmer co-operatives and proprietary companies. 
Cooperatives dominate the industry, accounting for approximately 70% of all milk 
output. Murray Goulburn, Bonlac Foods and Australian Co-operative Foods Limited 
(trading as Dairy Farmers and henceforth called Dairy Farmers) are the three largest 
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cooperatives, accounting for over 60% of all milk intake, and over 70% of all milk 
used for manufacturing. Murray Goulburn and Bonlac Foods – both headquartered in 
or near Melbourne, Victoria – specialise in producing manufactured dairy products 
and exporting. The Dairy Farmers Group, based in New South Wales, is heavily 
involved in processing fluid milk. Dairy Farmers has been involved in a restructure 
process to ensure access to external capital at competitive costs (the restructure of 
Dairy Farmers is of significant importance for the current research topic and is 
discussed in detail in Chapters 5 and 6). A competitor of Dairy Farmers in the fluid 
milk market, National Foods, is Australia’s largest proprietary fluid milk processor. 
Italian based global dairy company Parmalat Finanziaria SpA established its presence 
in the fluid milk market when it acquired Pauls Limited (now Parmalat Australia) in 
August 1998 for $437 million (Australian Competition and Consumer Commission 
2001a). Parmalat Finanziaria SpA, a public corporation incorporated in Italy, was 
Italy’s seventh largest company and one of the world’s largest dairy processors, 
reporting total consolidated assets of approximately $17.8 billion in 2002 and sales of 
$13.2 billion. However, in December 2003 it revealed that it might not be able to meet 
a $250 million payment to redeem maturing bonds. A week later the company 
confessed that $6.6 billion of funds held in a New York bank account had 
disappeared. Parmalat Australia’s future was uncertain when its parent company was 
declared insolvent by the end of December 2003 with debts of $24.4 billion (€14.8 
billion). The Italian government appointed an administrator to salvage the assets. By 
mid-2004 doubts about Parmalat Australia’s future with the global group were 
somewhat assuaged when Parmalat’s administrator announced a restructure plan with 
an intention to retain Parmalat Australia as one of the key operations. However, 
uncertainties remain about Parmalat Australia’s future as the company was still 
heavily geared, owing $290 million to bank financiers. Parmalat Australia had also 
written off $190 million in loans to the parent and other non-Australian members of 
the group. The Australian bankers have agreed to support the business until early 
2005, when existing bank facilities will have to be renegotiated (Mitchell 2004c; 
O'Grady 2004).  
Fonterra, a New Zealand based co-operative, has a significant presence in Australia. 
Fonterra was formed as a result of the merger of the two largest New Zealand 
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processing co-operatives and the New Zealand Dairy Board. Fonterra controls 97% of 
New Zealand’s milk supply and, with its international operation, is one of the top ten 
dairy companies in the world. In Australia, Fonterra in 2003 held 18% of National 
Foods. Fonterra also owns 86% of Australasian Food Holdings and 50% of Bonlac 
Foods (Whitehall Associates 2003a). Bonland Dairies is the consumer food company 
formed by Bonlac and Fonterra and which now forms part of Australasian Food 
Holdings Ltd. Bonland is responsible for selling cheese, yoghurts, and dairy spreads 
under licence for Bonlac, Fonterra and Bega Co-operative (Rabobank Australia Ltd. 
2003a).  
Other companies operating in Australia’s dairy industry include the multinationals 
Nestle and Kraft. Meji and Snow Brands of Japan have established joint venture 
operations in Australia with local cooperatives. 
Figure 2.3 shows the major dairy-food companies operating on the Australian east 
coast and their cross holding patterns. There is a major interest in the dairy sector in 
ownership of the one listed company, National Foods. This issue is further discussed 
in Section 2.4.5. Table 2.1 indicates their annual sales revenue for the year 2001-02. 
Even though Nestle is not a dominant player in terms of the supply base, it has a high 
turnover due to extensive involvement in high-value milk-based and other food 
products. 
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Figure 2.3: Major processing companies operating on the Australian east coast and the 
cross holding patterns 
 
Table 2.1: Annual turnover of major dairy-food companies for 2002/03 
Company Annual Turnover 
($ Million) 
Dairy Farmers 1,268 
National Foods 1,124 
Parmalat Australia 678 
Norco 173 
Bonlac Foods 700 
Tatura 269 
Warrnambool Cheese & Butter Factory Co. 241 
Nestle Oceania 2,300 
Note:  Tatura turnover for 2001/02. Nestle Oceania turnover for 2001; Nestle Oceania turnover 
includes Australia (headquarters for the region), New Zealand and the Pacific Islands. 
Source: Companies’ annual reports; IBISWorld Pty Ltd (2004) for Parmalat;  Nestle Australia (2003) 
for Nestle Oceania turnover. 
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Processing sector in Queensland and northern NSW 
The Queensland industry has three dominant processors, Parmalat Australia, Dairy 
Farmers and National Foods. National Foods began processing milk in southeast 
Queensland in 1999, immediately before deregulation. Norco, a small cooperative 
operating in northern New South Wales, has a joint venture agreement with Parmalat 
for processing drinking milk and fresh dairy products. Table 2.2 lists the processing 
facilities of various dairy-food companies in Queensland and northern New South 
Wales and the products manufactured at these facilities.  
 
Table 2.2: The processing facilities of various processing companies located in 
Queensland and northern New South Wales 
 Milk Cheese Butter Fresh Dairy 
Products 1 
Powders Ice Cream
Queensland 
Dairy Farmers       
Toowoomba  ♦ ♦  ♦  
Booval ♦    ♦  
Malanda ♦ ♦  ♦   
National Foods Ltd.       
Crestmead (near Brisbane) ♦      
Parmalat Australia        
Brisbane ♦ ♦  ♦   
Nambour ♦   ♦   
Rockhampton ♦   ♦   
Warwick  ♦ ♦    
Norco Pauls Ltd.       
Labrador (Gold Coast) ♦   ♦  ♦ 
Northern New South Wales 
Norco Pauls Ltd.       
Raleigh ♦   ♦   
Norco Cooperative Ltd.       
Lismore      ♦ 
Norco / Fast Freeze Ltd.       
Casino    ♦   
Note: 1Includes yoghurts, dairy desserts and drinks. 
Source: Australian Dairy Corporation (2002b). 
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2.2.3 Dairy markets 
The market for milk and dairy products can be divided into two segments: export and 
domestic.  
Export markets 
While Australia accounts for less than two per cent of world milk production, it is an 
important exporter of dairy products. Australia exports over 50% of its annual milk 
production and ranks third in terms of dairy trade, accounting for 17% of global dairy 
exports. Australia exported $ 2.5 billion worth of dairy products in 2002/03. Cheese is 
the largest export item, accounting for 32% of the value of total dairy exports, 
followed by whole milk powder and skim milk powder. Asia was the destination for 
about two-thirds (in value terms) of the dairy exports. 
Domestic markets 
In the domestic markets the dairy-food products move mainly though three channels 
of distribution: the grocery retailers, route trade and service channels. 
The grocery retail channel includes major retailers such as Woolworths and Coles, 
smaller chains and banner group independent stores such as Independent Grocers of 
Australia (IGA) and Australian United Retailers (AUR), and represents the largest 
channel of distribution (banner groups can be seen as an independent retailers’ 
alliance). Route trade, which includes customers such as convenience stores and 
smaller retail outlets, is the second largest distribution channel. The food service 
channel includes restaurants, caterers, and quick service restaurants such as Pizza Hut 
and McDonald’s.  
Grocery retail channel 
Two companies now dominate Australian grocery sales – Woolworths and Coles. 
Both are national in scope and organized along state lines. Woolworths had 35.5% 
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value share of the packaged grocery market3 in Australia in 2003, and 37.6% in 
Queensland. Of the 698 nationwide stores, 142 were located in Queensland. Coles had 
26.5% value share of the packaged grocery market in Australia in 2003, and 26.3% in 
Queensland. Of the 697 nationwide stores, 151 were located in Queensland 
(ACNielsen 2003b; Retail World 2003g, 2003c).  
During 2000-01, the third largest food retailer chain in Australia, Franklins, 
underwent a managed sell-down. Aldi Supermarkets, a Germany based international 
discount chain with a focus on private label products, opened stores in NSW in early 
2001, with the intention of taking Franklins’ position of selling the cheapest groceries, 
at 20-30 per cent cheaper than the other major food retailers. In 2003, Aldi had 1.2% 
of market share and 41 stores in NSW and 13 in Victoria. It was beginning to open 
stores in Queensland during mid-2004 (ACNielsen 2003b; Retail World 2003c; 
United States Department of Agriculture 2003). 
Metcash, a supplier/distributor to independent chains, controlled 12% of the packaged 
grocery market in 2002. Independents were consolidated under four banner groups – 
IGA, FoodWorks, AUR and United Star and accounted for 22% of the packaged 
grocery market in the same year (Retail World 2003c). The majority of small 
supermarket chains and independent supermarkets are members of banner groups. 
Banner groups are steadily increasing membership and amalgamations are occurring. 
AUR and its associates have 487 stores concentrated in the states of Queensland, 
NSW and Victoria, whereas IGA have 1082 stores along the east coast of Australia, 
and in South Australia and the Northern Territory (Retail World 2003g). 
Home shopping via the Internet is continuing to increase and is expected to reach 8% 
penetration of the total grocery market with potential sales of $1.3 billion by 2007-08 
(Mudgil 2003). Woolworths and Coles have online stores operating in NSW and 
Victoria. However, the appeal of online shopping is still to only a small percentage of 
shoppers, primarily because they can’t see and feel what they are buying (ACNielsen 
2000, p. 61). 
                                                 
3  Packaged grocery market as defined by ACNielsen. Figures presented in this section are collected 
from annual reports of the Retail World Journal and are based on scanned data and information 
collected from 70 major grocery manufacturers.  
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Route trade 
This sector includes convenience sector outlets, petrol station service stores like BP 
Express, Mobil Quix Food Stores, Caltex and also stores such as 7-Eleven and 
Nightowl. Another part of route trade consists of the traditional corner stores or 
‘mom-and-pop stores’. In 2001, ‘dairy case’ represented 16.2% of the convenience 
sector’s grocery sales, with flavoured milk amongst the top growth categories (Retail 
World 2002b). 
Convenience stores are becoming more popular as many shoppers are frustrated with 
waiting in queues, crowded aisles and congestion common in supermarkets 
(ACNielsen 2000, p. 29). Customers also want to shop close to home, even if it means 
products are relatively more expensive. The convenience store market has been 
changing very rapidly in Australia. Petrol refiner-retailers have expanded their range 
of retail activities owing to poor returns from petrol pump sales attributed to 
oversupply and lower margins (Hannen 2001). Major retailers have also been entering 
into joint ventures with petrol companies to access the convenience market segment, 
and offering fuel discounts to their customers as a loyalty bonus. Woolworths has a 
joint venture with Caltex, whereas Coles has an agreement with Shell. Many of the 
large distributors, such as Metcash Limited, have been working closely with the petrol 
stations and convenience store owners to develop a product range, delivery timetable 
and administrative service suited to the customer demands (Retail World 2003d). 
Traditional corner stores are losing market share to the grocery retailers and the 
convenience sector, with major chains opening small supermarkets catering for fresh, 
pre-packaged meals and everyday needs (Retail World 2002c). The sector is also 
under pressure on price and opening hours from the major retailers (Retail World 
2002a). Independent retailers and smaller retail chains purchase their food products 
through the major wholesalers such as Metcash or independent distributors. 
Food service sector 
The food service sector includes hotels, restaurants, quick service food outlets, 
airlines, hospitals, prisons, motels and take-away food shops. This sector is often 
serviced through commercial or institutional distributors, such as Eurest and Bidvest. 
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The total foodservice market for dairy products is currently estimated at $780 million 
with a growth rate of 7.5% for the year 2003. Cheese is the largest dairy foodservice 
product category – representing 40% of sales volume and nearly 55% of sales value – 
with significant growth of 6.5% in the last year. Butter, cream, yoghurt, UHT milk 
and ice cream are other product categories (Dairy Australia 2003a).  
2.3 Key dairy product profiles 
The dairy category is amongst the fastest growing categories in the retail sector and 
grew 10.7% in 2002 compared with the previous year (ACNielsen 2002a). Table 2.3 
shows the grocery value of milk and some of the key dairy products. Soymilk is 
included in the table for comparison purposes. 
Some of the major categories are profiled below: 
2.3.1 Drinking milk  
Drinking milk is the largest segment of the domestic market, generating $1.5 billion 
in annual grocery revenues (Retail World 2003g). Per capita milk consumption has 
been slowly declining since the mid-nineties to an estimated level of 97 litres per head 
in 2002/03 (Dairy Australia 2003c). The consumption patterns are also changing from 
Table 2.3: Packaged grocery value and value growth of milk and key dairy products 
Product Grocery Value 
($ Million) 
Value growth in 2003 over 2002 
(%) 
Milk 1,520 +5.8 
Cheese 1,024 +6.4 
Yoghurt 511 +7.1 
Ice Cream 573 +8.6 
Dairy spreads/butter and blends 165 +5.3 
Milk modifiers1 149 -0.9 
Dairy Dips 88 +11.7 
Milk powder 35 -7.1 
Soymilk 103 +2.7 
Note: 1Includes food drinks such as drinking chocolate and children’s drinks (e.g. Nesquik, 
Ovaltine). Soymilk is included for comparison. 
Source: Retail World (2003g). 
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regular whole milk to more speciality types such as reduced and low fat milks, UHT 
milks, flavoured milks and other modified milks. In 2002/03 sales percentages were 
fresh regular milk (55%), speciality milk (29%), flavoured milk (9%) and UHT milk 
(7%) (Dairy Australia 2003c).  
At the national level, three processors dominate the liquid milk market. Table 2.4 
details the processors’ share in the drinking milk segment in Australia. 
The figures shown in Table 2.4 include the processed milk which processing 
companies are packing for the supermarkets’ private labels. Table 2.5 indicates the 
corporate shares of various companies in the drinking milk segment, showing the 
importance of supermarket private labels. 
Milk faces increasing competition from other beverages such as fruit juices, 
carbonated drinks and soy drinks. Processors, in response, expanded into the UHT, 
organic and soy beverage markets. The soy beverage market, a traditional competitor 
to the dairy industry, is an emerging market in Australia and has benefited from heavy 
promotion of the health benefits of soy products; it now accounts for approximately 
Table 2.4: Processors’ market value share in the drinking milk segment (including 
packing for supermarket private labels) 
Company Per cent share 
National Foods 42  
Dairy Farmers 22 
Parmalat 18 
Others 18 
Source: Whitehall Associates (2003a). 
Table 2.5: Per cent value share of milk sales by branding  
Company Per cent share  
National Foods 19.3 
Parmalat 16.8 
Dairy Farmers 11.9 
Supermarket Private Label 42.0 
Peters & Brownes Foods 3.6 
Murray Goulburn 3.1 
Others  3.3 
Note: Per cent share in value terms Moving Annual Turnover (MAT) August/September/October 
figures 2003. 
Source: Retail World (2003g). 
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47 million litres per annum through supermarket sales, though still a small proportion 
of the 1.1 billion litres per annum milk sales. The soy beverage processing sector 
includes a number of non-traditional dairy companies. However, National Foods has a 
joint venture with Vitasoy, and holds a 14% share of the soy beverage segment (Retail 
World 2003g). Parmalat recently launched its range of soy beverage products under 
the brand name ‘Soy Life’ and holds a 4.3% share of this segment. Parmalat also has a 
presence in the organic milk segment to enhance its presence in the ‘dairy case’ on 
supermarket shelves (Retail World 2003b). 
In Australia, fresh milk still accounts for 88% of liquid milk sales. The preference for 
fresh milk is similar to the market situation in the US, which consumes predominantly 
fresh milk. However, in European countries such as Spain and France, virtually all 
milk is sold in long-life format (Retail World 2003b). 
As is the case in most countries, liquid milk production is predominantly for the 
domestic market. Less than 4% of Australia’s liquid milk is sold on the export market 
with 83% of those exports going to Asia, and 75% of the total being in the form of 
UHT (Dairy Australia 2003c; Rabobank Australia Ltd. 2003a). 
2.3.2 Cheese  
Cheese accounts for 42% of Australia’s manufactured dairy products, with 46% being 
sold on the domestic market. Australians consume an average of around 12 kilograms 
of cheese per head each year – with more than half being cheddar or cheddar-type 
cheeses. Nevertheless, consumption of non-cheddar cheese is growing, reflecting the 
increasingly diverse and cosmopolitan nature of the Australian diet (Dairy Australia 
2003c). 
Nearly 55% of domestic cheese sales are through supermarkets. A significant 
proportion, mostly of speciality cheeses, is sold through the independent retail trade; 
the remainder is used in the food service sector and in food processing applications. 
The major players in cheese segments are currently Bonland Dairies, Dairy Farmers 
and Kraft. Supermarket private label sales account for 18% of the cheese retail market 
(Table 2.6).  
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2.3.3 Fresh Dairy Products and Ice Cream 
Fresh dairy products, including yoghurt, dairy desserts and drinks, are the fastest 
growing segment within the dairy category. Yoghurt has the largest share (69.5% by 
value) of this segment (Retail World 2003c). Yoghurt has a favourable image as a 
healthy, convenient snack and unlike drinking milk, has more brand loyalty. Growth 
in yoghurt sales has been underpinned by product innovation in the areas of 
packaging, flavour, pro-biotic cultures, drinking yoghurts and yoghurt snacks 
(Shoebridge 2003). Four main players, Dairy Farmers, National Foods, Nestle and 
Parmalat, dominate the market. Dairy Farmers currently have the licence to produce 
Ski, which is the leading brand in Australia. Globally, the Ski brand was purchased by 
Nestle from the UK company Northern Food PLC in May 2002. Dairy Farmers is also 
licensed by French Co-operative Danone to produce yoghurt under the Danone brand. 
National Foods is licensed by the French co-operative Sodiaal to produce Yoplait, the 
second largest yoghurt brand in Australia. Table 2.7 indicates the corporate per cent 
share in the fresh dairy product segment.  
Table 2.6: Per cent share of cheese sales 
Company Per cent share  
Bonland 30.6 
Dairy Farmers 17.4 
Kraft 11.2 
Supermarkets’ private label 18.1 
Others 22.7 
Note: Per cent share in value terms MAT August/September/October figures 2003.
Source: Retail World (2003g). 
Table 2.7: Per cent share of fresh dairy product sales 
Company Per cent share  
National Foods 38.6 
Dairy Farmers 23.9 
Nestle 16.7 
Parmalat 9.0 
Supermarket private label 0.7 
Others 11.1 
Note: Per cent market share in value terms MAT August/September/October figures 2002.
Source: Retail World (2003c). 
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Australian consumption of ice cream is high by world standards, and the market is 
stable, but highly seasonal. In recent times, licensing of popular confectionery brands 
has created interest in the category. Many of these lines are higher priced indulgence 
items. However, sales of large tubs, one litre or greater, still dominate sales in 
supermarkets, while stick and impulse lines dominate the route trade. Table 2.8 
indicates the corporate share in the ice cream segment 
Overall category growth is shown in Figure 2.4 below and is an industry estimate on 
how various dairy products are placed on a conceptual growth/margin matrix. None of 
the whole milk categories show potential for strong growth, and there is little margin 
on the generic/private label milk. In contrast there is strong growth potential for 
speciality cheese and fresh dairy products, often associated with substantial profit 
margins. 
Table 2.8: Per cent share of ice cream sales 
Company Per cent share 
Nestle 32.2 
Unilever 17.7 
Bulla 14.9 
Peters and Brownes 11.3 
Supermarket private label 13.6 
Others 10.3 
Note: Per cent share in value terms MAT August/September/October figures 2003. 
Source: Retail World (2003g). 
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Figure 2.4: A conceptual graph of dairy product categories on growth/margin matrix  
Source:  Hooke (2003) 
2.4 Factors shaping dairy-food supply chains 
The review of the literature (ACNielsen 2000, 2002a, 2002b; Australian Dairy 
Corporation 2002a; Australian Department of Agriculture Fisheries and Forestry 
2002; Boehlje & Schiek 1998;  Dobson & Wagner 2000;  Dunne 2001;  Fearne & 
Hughes 1999;  Greenwood 1999) and a preliminary investigation of the dairy industry 
indicated that four key factors were shaping the dairy-food supply chains in recent 
years: 
1. Deregulation 
2. Consumer awareness  
3. Need to capture supply chain efficiencies and control costs 
4. Environmental sustainability.  
These factors are in turn catalysts for trends which are responsible for the changes in 
dairy-food supply chains. These trends include: 
1. Innovation 
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2. Rationalisation of supply base 
3. Increasing supply chain alignment 
Figure 2.5 shows the inter-relationship between these factors. There are strong inter-
relationships among consumer awareness, environmental sustainability and 
innovation, centred on the consumer demand for convenient, safe and healthy food. 
There is also a strong association among the retailers, processors and producers based 
on economic efficiency. The supply chain continually adjusts to meet consumer 
expectations in an economically efficient way. 
Figure 2.5: Inter-relationships between various factors shaping the dairy-food supply 
chains 
2.4.1 Deregulation 
Globalisation and trade liberalisation have changed the marketplace of all agri-food 
industries (Boehlje & Schiek 1998). Decreasing trade barriers are increasing the levels 
of competition (Greenwood 1999), facilitated further by advances in transport and 
communication technologies. Deregulation of agricultural industries can be seen as 
one stage in the progression of changes that are occurring at international and national 
levels.  
Before 1 July 2000, the dairy industry in Australia consisted of two sectors – the 
drinking milk or ‘market milk’ sector and the ‘manufacturing milk’ sector (Australian 
Bureau of Agricultural and Resource Economics 2001). The price paid for 
manufacturing milk was closely related to the price for internationally-traded dairy 
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products, while the price paid for market milk was substantially higher 
(approximately double) (Figure 2.6). The market for manufactured dairy products in 
Australia was (and remains) characterized by open access, with dairy products being 
freely traded within and between states (Australian Bureau of Agricultural and 
Resource Economics 2001). From 1986, the Commonwealth government provided a 
small measure of support, while still allowing prices to move in line with exports 
returns. This support, provided via various schemes, namely the Kerin and Crean 
Plans, and finally the Domestic Market Support (DMS) scheme, was progressively 
phased down to zero in 2000 (Australian Dairy Corporation 2000).  
Figure 2.6: The changing relativity of prices for ‘market milk’ and ‘manufacturing 
milk’ from 1985 to 30 June 2000 
Source: Dairy Australia (2003c) 
On the other hand, the State Dairy Authorities set all price margins for market milk, 
from farmgate price through to retailer. Distribution was also regulated, with vendors 
allowed to sell only in specified zones (Dairy Australia 2003b). During the 1990s 
post-farmgate price and distribution controls were progressively removed. Western 
Australia was the first to eliminate post-farmgate price regulations in January 1990 
and Queensland was the last in January 1999. However, prices paid to farmers were 
still regulated by the State Dairy Authorities, and sourcing from farms was controlled 
either through pooling or quota arrangements. Milk production quotas supported the 
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market milk pricing systems used in New South Wales, Queensland and Western 
Australia. The quota entitlements for the higher priced milk in the three states varied 
from farm to farm. Quotas were tradable, and on many farms represented large 
investments, ranging from $200,000 to $1.0 million (Senate Rural and Regional 
Affairs and Transport References Committee 1999). Thus, the prospect of loss of 
quota values under deregulation was a matter of concern for dairy farmers in the three 
quota states. Under state pooling arrangements, an equal proportion of each farmer’s 
milk was eligible for the market milk premium. Table 2.9 indicates the dates of 
termination of post-farmgate pricing of market milk and mechanisms used to 
distribute payments to farmers for milk by state. 
The maintenance of price premiums for market milk depended on state governments’ 
successfully regulating access to their market milk sectors. The latter could only be 
guaranteed in the absence of interstate trade in fluid milk – an outcome largely 
achieved up to 1 July 2000 through a voluntary agreement between the dairy 
industries in each state. Under Section 92 of the Constitution, however, actions that 
prevent free trade between states are prohibited. While the state marketing 
arrangements were not subjected to legal challenge, there was a significant likelihood 
that they would ultimately fail to withstand a legal challenge from within the industry 
to trade fluid milk interstate (Australian Bureau of Agricultural and Resource 
Economics 2001). The pressure for making such a challenge was increasing, and may 
have been exacerbated by a widening gap between market and manufacturing milk 
prices in the late 1990s as indicated in Figure 2.6. 
Table 2.9: Dates of termination of post-farmgate pricing of market milk and 
mechanisms used to distribute payments to farmers for milk by state 
State Date Post-Farmgate Price 
Regulations Terminated 
Mechanisms used to Determine and 
Distribute Milk Payments to 
Farmers 
New South Wales July 1998 Quota 
Victoria January 1995 Pool 
Queensland January 1999 Quota 
South Australia January 1995 Pool 
Tasmania July 1993 Pool 
Western Australia January 1990 Quota 
Source: Australian Dairy Corporation (1999). 
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Moreover, Victorian dairy farmers and manufacturers were committed to reform of 
milk marketing arrangements in that state, because the dairy export markets were 
regarded as the growth market and the Victorian dairy group believed it could be 
more competitive in the export markets if the DMS scheme were ended (Dobson & 
Wagner 2000). Partly because of reductions in trade barriers between New Zealand 
and Australia, brought about by the Closer Economic Relations trade agreement of 
1983, New Zealand’s dairy industry had become strongly competitive in Australia, 
increasing cheese exports to Australia by 34% during the 1990s to gain a 15% share 
in the local market (Australian Dairy Industry Council 1999). New Zealand dairy 
exporters were not required to pay the levy imposed on Australia’s manufacturing 
milk processors for milk used to produce manufactured dairy products sold in the 
Australian domestic market, which was used to partly fund the DMS scheme. The 
DMS scheme was scheduled to end on 30 June 2000, and there was no assurance that 
the Victorian industry and government supported extending the program. 
As part of negotiations with the federal government on competition policy, all states 
conducted National Competition Policy reviews of their drinking milk arrangements. 
While a number of states were able to justify their regulations in terms of consumer 
benefit, in Victoria no justification was found for retaining regulation of the drinking 
milk sector. With deregulation in Victoria, continued regulation in other states would 
be unsustainable. In early 1999, the industry approached the federal government with 
a plan for an orderly, national approach to deregulation of the market milk sector. On 
28 September 1999, the federal government announced it would implement the $1.94 
billion structural adjustment assistance for the dairy industry subject to the removal of 
Commonwealth and State regulation of milk marketing arrangements from July 2000. 
The package was implemented through the Dairy Structural Adjustment Program 
(DSAP), Supplementary Dairy Assistance (SDA) measures and the Dairy Exit 
Program. The Dairy Adjustment Authority was established to implement the DSAP 
and, subsequently, it was given responsibility for the SDA. DSAP provided structural 
adjustment payments to producers over a period of eight years, with those payments 
determined according to 1998-99 sales of market milk and manufacturing milk. 
Eligible farmers would receive 46.23 cents per litre of market milk (5.78 cents per 
year for eight years) and about 8.96 cents per litre for manufacturing milk (1.12 cents 
per year for eight years). The DSAP involved the imposition of a Dairy Adjustment 
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Levy of 11 cents per litre on consumers of products marketed as dairy beverages 
(Dairy Adjustment Authority 2002; The SA Centre for Economic Studies 2003).  
Shortly after deregulation, it appeared that the falls in farmgate milk price would be 
larger than anticipated. Consequently, in 2001, the federal government announced an 
extension of assistance in the form of SDA. The SDA provided for additional 
payments to producers heavily dependent on market milk sales. By September 2003, 
$1.75 billion in entitlements had been awarded under DSAP and SDA.  
The removal of state government control over the farmgate supply and pricing of milk 
from 1 July 2000 introduced an open market for fluid milk in Australia, and a very 
different situation for milk producers. A new dynamic also emerged in the 
competitive relationship between processors and the retail sector. This was the result 
of retailers’ emphasis on their private label products, a bid to capture efficiency and 
control costs, and to respond to the increasingly discerning consumer.  
Retailer strategies 
Emphasis on private label 
On 15 August 2000, Woolworths announced standard national milk prices for its 
private-label milk that effectively created a new floor in the Australian price of 
drinking milk. These new prices followed the announcement of two-year supply 
contracts which were offered to tender and attracted aggressive bidding from the 
major milk processors. Following Woolworths’ announcement of its new milk-pricing 
structure, Coles, Franklins and IGA announced that they would match Woolworths’ 
lower milk prices for their respective private labels. Before these announcements 
there had been significant state-based differences in retail milk prices. Thus the 
emergence of a national retail market for milk coincided with the first few months of 
full deregulation (Australian Competition and Consumer Commission 2001a).  
Milk sales through supermarket channels increased from 49% of drinking milk sales 
in 1999/00 to over 56% in 2002/03. More importantly, nearly 50% was supermarkets’ 
private label milk compared with 26% in 1999/00 (Dairy Australia 2003c). As a result 
supermarket chains increased the shelf space allocated to bottled milk to 
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accommodate additional processor brands and their own private labels, and raised the 
profile of milk products in their stores. Supermarkets also began to use milk as a 
traffic builder and sacrifice margins in order to attract customers into the store 
(Australian Competition and Consumer Commission 2001a; Rabobank Australia Ltd. 
2003a). Table 2.10 indicates the volume and price differential between proprietary 
brand and supermarket private label milk. 
With increased private label presence on the shelves and increased shelf space for 
fresh milk dairy produce, retailers were now looking at ways to better manage the 
category in-store, in terms of how the product was handled and placed in stores, 
quality, presentation and pack size. Private label products, including milk, were thus 
no longer competing only on price but on all aspects with major manufacturers’ 
brands. Private label products are a priority for supermarkets and their aggressive 
promotion and marketing will be a predominant feature of the Australian market over 
the next decade (Retail World 2003a). Supermarkets are expanding private labels to 
include reduced fat milk, low fat milk, flavoured milk, UHT milk and other fresh 
dairy produce. Table 2.11 indicates the supermarket private label share of value and 
volume in various dairy categories. When contrasted with an overall value share of 
Table 2.10: Supermarket milk sales – Proprietary branded vs. supermarket private 
label  
 1999/2000 2002/2003 
 
Sales 
(Million Litres)
Price 
($/L) 
Sales 
(Million Litres)
Price 
($/L) 
Proprietary branded Milk 
Regular Whole Milk 325 1.33   165 1.40 
Reduced Fat Milk 168 1.47 163 1.62 
Low Fat Milk 88 1.53 53 1.70 
Flavoured Milk 36 2.36 43 2.75 
UHT Milk 70 1.33 79 1.56 
Other 17 1.57 35 1.70 
Total  704 1.45 538 1.65 
Supermarket private label1 
Regular Whole Milk 147 1.26 390 1.11 
Reduced Fat Milk 22 1.37 100 1.27 
Low Fat Milk 3 1.47 4 1.54 
Flavoured Milk 0 --- 2 1.82 
UHT Milk 74 0.90 50 1.12 
Total  246 1.16 546 1.15 
Note: 1Includes house brands and generics. 
Source: Australian Dairy Corporation (2002a); Dairy Australia (2003c). 
Strategies and Relationships in the Dairy-food Supply Chain: Options for Milk Producers in South-east Queensland 
 
 
 
31
10% in 2002-03 for supermarket private label grocery products (ACNielsen 2003a), 
whole milk and milk products with commodity orientation such as cheddar cheese, 
butter and large tub ice creams, are at the forefront of the supermarkets’ push for 
private label dominance on the shelves. 
Australia is not the only country with this phenomenon of increasing supermarket 
private label share and its 10% overall share in supermarket sales still does not 
compare with some of the European countries where private label sales comprise a 
major portion of overall grocery sales (Table 2.12). 
Better bargaining power 
The transparency of farmgate milk prices has always been relatively high in the dairy 
industry, although comparisons between processing company price offerings have 
Table 2.11: Private label share of various dairy categories in supermarket sales 
Category By Value 
(%) 
By Volume 
(%) 
Milk  42.0 51.0 
Cheese 18.1 25.3 
Butter 20.2 25.0 
Ice Cream 13.6 25.9 
Dairy blends 4.4 5.2 
Dairy dips 1.8 2.3 
Overall grocery share 10.0 N/A 
Notes: Private label includes all housebrands and generics. N/A – Not Available.  Brand 
market share in MAT August/September/October figures 2003. 
Source: Retail World (2003g), ACNielsen (2002c). 
Table 2.12: Share of private label in European countries in supermarket sales 
 Value share 
(%) 
Switzerland 38 
Great Britain 31 
Germany 27 
Belgium 24 
Spain 24 
France 21 
Canada 20 
The Netherlands 19 
United States 15 
Source: Retail World  (2003e). 
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became increasingly complicated in recent years as supply competition between 
processors has intensified.  Transparency of pricing information in the hands of the 
wholesale and retail sector affects the dairy industry in two major ways: 
• It allows the buyers to understand milk pricing and margin structures of 
processors when calling for bids on milk supply tenders, and  
• The domestic dairy market is priced off the base level of returns set by the 
export market, as the total returns to the industry are now more directly driven 
by the level of export returns available to major exporting manufacturers. In 
addition a significant volume of cheese in the domestic market is imported 
from New Zealand, which to some extent, keeps a cap on the returns that local 
manufacturers can extract from the domestic retail cheese market (Spencer 
2002).  
These changes give industry participants at farm and processor level less control over 
price setting for their businesses.  
2.4.2 Consumer awareness 
Consumers are increasingly discerning and are demanding food with better quality 
and convenience (ACNielsen 2000, 2002b). Two major factors define the trends in 
consumer preferences: ‘food safety’ and ‘health and convenience’. 
Food safety 
Food safety is a key issue for the Australian food industry (Retail World 2003a) in 
both the domestic and export markets. Highly publicised food-poisoning outbreaks, 
such as the “Garibaldi Incident” in 1995, when one person died and 24 were 
hospitalised as a result of consuming a contaminated food product, compelled the 
Australian food industry to improve food safety. Concurrently, the desire to reduce 
food regulation has also been a driver for change (Hobbs, Fearne & Spriggs 2002). 
Food safety and quality issues are also major factors behind increasing supply chain 
alignment (Beek & Conny 2002). Consumers want to know more about the products 
they purchase, their composition, where ingredients come from and the way in which 
the products are produced throughout the chain. In response, supermarkets have 
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drawn up ‘Food Standards’ which detail ‘Good Manufacturing Process’, with 
provision for quality audits. All of the major supermarkets now require fresh produce 
to come from suppliers who comply with the food standards code and good 
manufacturing practices (Coles Myer Ltd. 2003a; Woolworths Limited 2003b).  
In Queensland, the Food Safety Scheme for dairy produce commenced on 1 January 
2003 with the introduction of the Food Production (Safety) Regulation 2002. The 
regulatory arrangements are in line with national Food Safety Standards that require 
all food businesses to take responsibility for food safety. The regulations allow 
linking of dairy farm quality assurance to factory quality assurance arrangements 
(rather than independent monitoring of farms through audits). These arrangements 
involve supplier farms being incorporated into their processor's (milk factory) food 
safety program, with their compliance monitored by auditors approved by the 
regulatory authority Safe Food Queensland (Safe Food Queensland 2003).  
To ensure traceability throughout the supply chain, from raw material to product on 
the shelves, a more aligned and transparent supply chain is necessary, which in turn 
requires standardisation of data and supporting technologies such as tracking and 
tracing systems (Beek & Conny 2002). The supermarkets’ increasing private label 
market share, focus on consumer demand, knowledge of processors’ cost structure 
and emphasis on trace-back capability have enabled them to implement the dairy-food 
supply chain alignment in an aggressive way. 
Demand for convenient, healthy food 
Consumers demand health and convenience from their food. Ready to consume and 
convenient to use food products have shown strong growth in recent years 
(ACNielsen 2002b). Consumers also like to experiment with new products and 
categories. New products have fuelled growth in a number of key categories such as 
yoghurts and modified milk. Yoghurts now include a number of new products such as 
drinking yoghurts, flavours and packaging innovations. With more flavoured milk- 
based drinks and soy-based drink alternatives entering the marketplace, this category 
has significant new product activity (ACNielsen 2002d). 
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2.4.3 Efficiency and cost control  
The increasing supermarket emphasis on private label, with price as a major 
component of the marketing strategy for private label products, has driven retailers to 
search for margin growth by increasing supply chain efficiency and “squeezing” out 
costs. The search for greater supply chain efficiency along with consumer preference 
for healthy and safe foods are facilitating alignment in dairy-food supply chains, with 
greater control being exerted by the retailers. 
Efficient consumer response (ECR) is a demand-driven replenishment system, 
common in the grocery industry, designed to link all parties in the channel to create a 
massive flow-through distribution network. The system is driven by time-phased 
replenishment based on consumer demand. The sharing of information allows the 
manufacturer or supplier to anticipate demand and react to it. Instead of “waiting” for 
an order to arrive, they can initiate or manufacture product based on point-of-sale 
information. The sharing of accurate, instantaneous data is essential to this concept. 
ECR is a grocery industry supply chain management strategy designed to improve the 
competitiveness of the industry by promoting strategic initiatives in the area of 
product replenishment, store assortment, product development and introduction, and 
promotion (Kurnia & Johnston 2003). Two programs support these four strategic 
initiatives: 
1. Category management (CM) 
2. Continuous replenishment program (CRP) 
CM is a distributor/supplier process of managing categories as strategic business 
units, producing enhanced business results by focusing on delivering consumer value. 
Category management needs the development and integration of consumer, product 
and functional strategies. CRP is a time-based strategy where the supplier eliminates 
the need for replenishment orders by receiving daily transmission of retail sales or 
warehouse shipments and then assuming responsibility for replenishing retail 
inventory in the required quantities, colours, sizes, and styles. The agreement to 
replenish is honoured as a purchase commitment. The result is a reduction in total 
logistics cost and an improvement in inventory velocity. 
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CM and CRP are supported by a number of electronic commerce (EC) enabling 
technologies, such as automatic identification, electronic data interchange, computer-
aided ordering, cross-docking, and activity-based costing. ECR has the potential to 
remove significant costs from the grocery supply chain through better cooperation and 
coordination of the activities of trading partners within supply chains, which are 
mainly enabled by timely information sharing using EC technologies.  
Woolworths’ drive for low cost under “Project Refresh” resulted in a reduction in cost 
of doing business, as a percentage of sales, from 23.09% in 2000 to 21.55% in 2003 
(Woolworths Limited 2003c). Woolworths also plans to carry out significant supply 
chain rationalisation during this decade in both logistics and enabling technology 
focussing on cost, safety and capability for a ‘store friendly’ image (Woolworths 
Limited 2002, 2003a). Woolworths was forecasting savings from cost reduction 
strategies equal to one per cent of sales ($260 million), and by May 2003 had 
identified $4.1 billion in cost efficiencies that could be extracted over four years 
(Whitehall Associates 2003a).  
Coles also intensified its effort to increase efficiency in its supply chain. It introduced 
just-in-time delivery of stocks to decrease the amount of inventory held in its 
warehouses and required suppliers to align their computer systems with those of 
Coles. Coles planned to significantly reduce the number of distribution centres, 
reduce labour costs and improve efficiencies of planograms used to determine the 
space and range of items sold in stores (Whitehall Associates 2003a). Kurnia & 
Johnston (2003) concluded in their study of Australia’s grocery industry that retailers 
are leading manufacturers in ECR adoption, mainly because retailers experience more 
benefits in implementing these programs and have more power than manufacturers. 
These changes in retailer processes must be complied with by the processors and the 
producers, and consequently promote major changes in all sectors of the supply chain. 
2.4.4 Innovation 
In a highly competitive market such as for fresh milk and fresh milk products, 
characterised by oversupply and a commodity orientation (Mitchell 2003a; Rabobank 
Australia Ltd. 2003a), innovation in product and process is an important long-term 
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source of competitive advantage.  Retailers place much emphasis on selecting 
suppliers who demonstrate a desire and ability to be innovative – not just in 
developing new products, but also in all aspects of business. Processors innovate not 
only to get a preferential status from supermarkets but also to find new consumption 
and retail opportunities to decrease their dependence on supermarkets. Australia’s 
Food Industry National Council has innovation as one of its strategic priorities (NFIS 
Ltd 2003). The dairy segment has seen increased product innovation in recent years 
with the introduction of new products, especially in branded speciality milk and dairy 
beverages as explained in Sections 2.3.3 and 2.4.2 (ACNielsen 2002e, 2002f). 
2.4.5 Rationalization of supply base 
The developments in the dairy-food supply chain described above are resulting in 
consolidation in the milk processing and production sectors. The need to gain market 
power, to profit from economies of scale, to gain a hold in new markets, to develop 
strong brands and to access new technology drives the consolidation process 
(Rabobank Australia Ltd. 2003a). 
In the processing sector, a fall in profitability of the major liquid milk processors 
following deregulation has added strength to arguments for further rationalisation. 
There have been a number of attempts to achieve rationalisation of the processing 
industry. In 1999 Parmalat made a failed acquisition attempt, valued at $471 million, 
for Dairy Farmers (Silver 2002). In 2000, National Foods Limited made a proposal to 
acquire the Dairy Farmers Group for $793 million, but did not succeed. Dairy 
Farmers and Danone both purchased shares in National Foods during 2002 (Figure 
2.3) to ensure they would be part of any rationalisation discussions that take place 
(Danone offloaded its investment in National Foods in March 2004 to institutional 
investors). The financial crisis faced by Parmalat in 2003-04 (discussed in Section 
2.2.2) added to the speculation. However, despite significant industry and media 
speculation (Clegg 2002; Mitchell 2002a, 2002b) as to how the rationalisation may 
unfold, a successful negotiation is yet to be achieved. Although speculation centres on 
rationalisation of the drinking milk sector, other companies such as Sodiaal, the 
French co-operative which licenses National Foods to produce Yoplait, may also need 
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to be included regarding the future licensing agreements for their brands (Rabobank 
Australia Ltd. 2003a). 
Given the consolidation occurring in the food industry around the world (Dobson & 
Wilcox 2002; Wilkinson 2002), the Australian dairy-food processing industry feels  it 
is important that further consolidation does occur in the dairy processing sector in 
order to obtain economies of scale and remain competitive on a global scale (Mitchell 
2002c, 2002b). 
At the farm level, deregulation accelerated rationalisation of farm milk production 
which became more concentrated on larger farms and in low cost production areas 
within Australia. Lean & Porter (2000), while assessing the impact of 
deregulation/globalization on dairy production systems and individual dairy 
producers, commented that the smaller herd size appropriate for pasture-based 
enterprises and lower milk production of traditional dairies are not consistent with 
long term profit or survival of enterprises. Franks, Cain & Farrar (2002) concluded 
that economic efficiency tends to increase with the scale of dairy enterprises. In 
Australia, while registered farm numbers were declining at an average rate of 1.9% 
annually from 1994/95 until 1999/00, the decline accelerated to an average rate of 
6.3% per annum from 2000/01 until 2002/03. On the other hand, herd size steadily 
increased from 85 cows in 1980, to an estimated 195 in 2002/03. Furthermore, there is 
an emergence of very large farm operations where one property might support up to 
10 individual herds of 500 to 1,000 head of dairy cattle. Such enterprises are very 
much in the ‘corporate model’ where all labour is provided by salaried employees 
(Dairy Australia 2003c). 
2.4.6 Environmental sustainability 
Changing public policy on environmental sustainability has resulted in consideration 
of the environmental perspective in all parts of the supply chain. There is increasing 
implementation of environmental reporting standards by dairy-food businesses 
through the supply chain. Retailers are concentrating on waste recovery, recycling 
efforts, reducing packaging, phasing out single-use plastic bags, and reduction of 
energy consumption (Coles Myer Ltd. 2003b; Woolworths Limited 2003c). 
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Processors are designing environmentally friendly, recyclable packaging (Parmalat 
Australia 2002). Milk producers are under increasing scrutiny on water and land use 
efficiency (Dickie 2002; Parnell & Odgers 2003) and animal welfare. 
The Queensland Department of Primary Industries & Fisheries, in collaboration with 
the dairy industry, developed the dairy farming environmental code of practice in 
2001. The code sets the guidelines for the development and operation of a dairy farm 
in an ecologically sustainable manner. It outlines environmental objectives and 
suggested management practices for ensuring that the planning, siting, development 
and operation of a dairy farm do not impact negatively on the environment or 
neighbouring communities. Issues explored in the code include farm planning and site 
selection; effluent collection, storage and utilisation; feed pads, loafing pads and feed 
storage facilities; yards and laneways; community amenity; on-farm carcass and 
rubbish disposal; riparian land management; fertilisers; and soil protection.    
2.5 The business environment for milk producers  
Dramatic changes are occurring in the milk production sector in Queensland and 
northern New South Wales. The overall efficiency drive in the dairy-food supply 
chain has put increased pressure on milk producers to manage their dairy-farm 
businesses more efficiently. Farmgate milk price has been volatile since deregulation, 
whereas input costs have increased as a percentage of total milk income. This has led 
to increased price risks for the milk producers, as inefficiencies could no longer be 
covered by high farmgate milk prices. There are risks also in the compliance with 
quantity and quality requirements of the milk processors. Milk processors are 
increasingly contracting milk producers for consistency of milk supplies and 
compliance on quality features. There are penalties attached to non-compliance with 
contractual obligations, and therefore managing contractual risks has become an 
important business requirement for the milk producer. Human and environmental 
health adds another risk factor. This section discusses the challenges faced by milk 
producers in the deregulated environment, which leads to the statement of problem 
and the research questions. 
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2.5.1 Need for better farm management practices  
Milk producers now need to better manage their business to mitigate fluctuations in 
input and farmgate milk prices, and increased consumer and societal expectations on 
quality requirements. Farmgate milk price is influenced by a number of factors such 
as domestic market conditions, the international demand for manufactured products, 
international dairy policy shifts, and exchange rate movements (Phillips, C. 2001). 
With the removal of regulated milk prices and supply management arrangements, the 
total returns to the industry are now more directly driven by the level of export returns 
available to major exporting manufacturers.  In basic terms, other uses of milk in the 
domestic market – over time – are priced off the base level of returns set by the export 
market.  The other direct influence of the world market on the Australian industry is 
the significant volume of cheese that is imported from New Zealand, which to some 
extent keeps a cap on the returns that local manufacturers can extract from the 
domestic retail cheese market.  In the past, the pooling of regulated market milk 
returns to farmers offered some insulation from these effects (Spencer 2002).  
In the second half of 2000, while deregulation was starting to adversely affect milk 
prices across the liquid milk sector, export prices moved favourably for Australia, 
resulting in a surge in export demand and in unit selling prices.  Poor seasonal 
conditions across the major production regions of Victoria limited available milk to 
meet this strong demand.  Within months of the change in industry arrangements, the 
industry faced a situation where significant shortages of milk were creating strong 
competition for supply between dairy manufacturers, driving up the price of milk at 
the farmgate and in particular in the “spot” bulk milk market for dairy components 
(milk protein and butterfat) (Spencer 2002).  
At the farmgate level, deregulation has also resulted in more volatile price 
movements. Table 2.11 lists the average farmgate milk price in different states 
immediately before and after deregulation in 2000. There was a consistent decrease in 
price, but it was much higher in the quota states of Western Australia, NSW and 
Queensland. 
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Even though the milk prices improved in the subsequent years, the overall impact on 
milk income has been negative. The total milk income at the farmgate level in 
southeast Queensland was 15% lower in 2002-03 compared with 1998-99 (Table 
2.14). 
 
On the other hand, producing milk year round under a sub tropical climate leads to a 
comparatively higher cost of milk production. As Table 2.15 indicates, the highest 
production costs in Australia in 2000-2001 were in the quota states of Queensland, 
Western Australia and NSW, in that order. Milk producers in these states, therefore, 
were most vulnerable to a cost-price squeeze. 
Table 2.13: Average farmgate milk prices, by state, before and after deregulation in 
July 2000 
State 1999-2000 
(c/L) 
2000-01 
(c/L) 
Change 
(%) 
Queensland 39.3 30.0 -24 
NSW 36.0 25.4 -29 
Victoria 26 25.1 -3 
South Australia 28.0 24.2 -14 
Western Australia 36.0 25.0 -30 
Tasmania 25.9 24.0 -7 
Source: Australian Bureau of Agricultural and Resource Economics (2001). 
Table 2.14: Total milk income (c/L) at farmgate level in southeast Queensland in recent 
years 
Year Total milk income (c/L) 
1998-99 41.1 
1999-00 39.9 
2000-01 31.0 
2001-02 32.9 
2002-03 34.8 
Source: Busby, Hetherington & Itzstein (2002); Busby et al. (2004). 
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There have been suggestions of practices to reduce the unit cost of production 
(Fulkerson 2001). Changes in feed requirement could be induced by seasonal or batch 
calving, rather than year-round calving, by increased milk production per cow, or 
higher stocking rates. Changes in feed availability could be addressed by growing 
more pasture, through effective use of land, water, pasture species and fertiliser, by 
utilising more pasture, through efficient allocation and conservation of feed, and by 
strategically feeding supplements such as grains and by-products. However, some of 
these changes, such as seasonal or batch calving, may induce more seasonality in milk 
production in a region where the focus in processing facilities is more on drinking 
milk and fresh products (Australian Dairy Corporation 2000 p.7). It could potentially 
be in conflict with processors’ interests, for whom year round milk supply is more 
cost efficient for a fresh product mix. Thus it is not merely an issue of improving cost 
efficiency, but improving dairy-farm management in the context of the dairy markets 
in the region. 
2.5.2 Managing/allocating risk 
Milk producers face new challenges in managing risks arising from several sources. 
Price risk on the input and output side of milk production is evident from the above 
discussion. There is also risk related to quantity and/or quality features of milk. 
Strategies to reduce such risks have significant implications for supply chain structure 
and inter-sectoral coordination. The coordination needed to ensure both quality and 
quantity for efficient operations may be achieved through contracts, strategic 
Table 2.15: Feed costs and total costs (c/L) of production in the different states for 
2000-01 
State Feed costs 
(c/L) 
Total costs of production1  
(c/L) 
Queensland 10.5 22.7 (7) 
NSW 8.4 20.2 (4) 
Victoria 7.5 17.7 (4) 
South Australia 8.7 18.1 (6) 
Tasmania 6.0 18.1 (5) 
Western Australia 9.3 21.3 (11) 
Notes: 1Average per litre sold. Figures in parentheses are relative standard errors that are expressed as 
percentages of the estimates 
Source: Australian Bureau of Agricultural and Resource Economics (2001). 
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alliances, joint ventures, ownership of more than one stage in the supply chain, or 
similar arrangements in the dairy-food production and distribution chain. Many dairy 
processors are now contracting milk producers for milk supplies (Milkline 2002a). In 
the new environment, rather than simply delivering a bulk commodity to the 
processor, milk producers are responsible for the agreed quantity and quality 
specifications; therefore milk producers need to manage their contractual obligations 
better, with an understanding of where the risks lie and who bears those risks. 
A third source of risk in the dairy-food chain is safety. This risk has two dimensions 
(Boehlje, Hofing & Schroeder 1999a), the health risk of food-borne diseases; and the 
risk of polluting water, air and land resources in the food production processes. 
System coordination to implement trace-back, such as HACCP (Hazard Analysis 
Critical Control Points) systems, to reduce or control these risks, is in part a response 
to the broad sweep of product and environment liability laws as well as to the need to 
maintain brand value.  
For the milk producer, the management of these risks will be critical to the success of 
the dairy-farm business in the new environment. 
2.5.3 Responding to market signals 
With the insulation provided by supply and price regulation gone, responding to 
market signals may be one of the most difficult aspects of the milk production 
business. Processors generally give market signals through the contractual 
specifications on quantity and quality and price mechanisms for different milk 
attributes. Even though more tightly aligned supply chains may improve the content, 
accuracy and speed of messaging, the natural variation of biological production 
processes may still make it difficult for producers to respond efficiently to processor 
and end-user signals. 
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2.6 Statement of problem and the research questions 
Milk producers in Queensland and northern New South Wales face substantial new 
challenges in the current dairy business environment. The need to improve efficiency, 
manage risks and respond to market signals may require a paradigm shift in the way 
the dairy-farm businesses are managed. Boehlje, Hofing & Schroeder (1999b) suggest 
categorising risk as tactical or operational risk and strategic risk.  
The dairy industry has a substantial body of research in to ways to manage tactical or 
operational risk at the farm level. For example, there are various research projects 
looking at farming systems for optimisation of milk yields. Notable examples are the 
farmlet experiment at Mutdapilly, which strives to look at future farming systems in 
terms of better water use efficiency, and profitable use of capital and labour (Andrews 
et al. 2003). Training programs (such as ‘Milk Business’ workshops funded by Dairy 
Australia and jointly managed by University of Queensland and Queensland and 
NSW primary industries departments) designed to provide dairy industry stakeholders 
with hands-on training in business management techniques using practical examples, 
were being conducted in 2002-03 in Queensland and New South Wales. The 
workshops covered analysis of the dairy farm business from a production and 
financial perspective, identifying changes required, identifying business options, 
making correct decisions, and monitoring progress (Hoekema 2003). A reassessment 
of the production system is critical, and the utilisation of resources such as feed, 
labour and capital may need readjustment as farmers gear up for the possibility of 
fluctuating and often lower milk prices.  
As milk production becomes more responsive to market dynamics, strategic risks and 
uncertainties are likely to become increasingly important and, typically, more difficult 
to manage. The risks/uncertainties include: (a) government policy and 
macroeconomic, social, and natural contingencies; and (b) industry dynamics 
involving input markets, product markets, and competitive and technological 
uncertainties. However, there is much less research in this area. 
To identify the strategic options available to milk producers, it is necessary to 
understand the strategic risks and the resources and management capabilities required 
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to manage these risks. In an environment where milk producers are strongly affected 
by the strategic orientation of other participants in the supply chain, it is essential to 
take a whole-of-supply-chain perspective of the problem.  The whole-of-dairy-food-
supply-chain comprises, along with the milk producers, the upstream and downstream 
trading partners of the milk producers and the marketers/distributors and retailers. 
Service providers, such as capital providers, government extension departments and 
industry organisations, also form part of this aggregate supply chain view.  
The key research question which the research strove to answer was: 
Question 1:  What are the strategic options for milk producers in the dairy-
food supply chain in south-east Queensland? 
The situation analysis, however, made it clear that before these strategic options could 
be identified for the milk producers, two questions needed to be addressed, namely: 
Question 2:  What strategies are being followed in the dairy-food supply 
chain?  
Question 3:  What is the nature of relationships in the dairy-food supply 
chain? 
To address Questions 2 & 3, it was necessary to identify and analyse the strategies 
and relationships at each buyer-supplier dyad within the dairy-food supply chain. 
Therefore, Questions 2 & 3 needed to be subdivided as: 
Question 2a:  What are the strategies in the retailer – processor dyad? 
Question 3a:  What is the nature of relationships in the retailer – processor 
dyad? 
Question 2b:What are the strategies in the processor – producer dyad? 
Question 3b:What is the nature of relationships in the processor – producer 
dyad? 
Question 2c: What are the strategies in the producer – input provider dyad? 
Question 3c:What is the nature of relationships in the producer – input provider 
dyad? 
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All of the above questions needed to be sensitive to the context of a dynamic industry 
which is continually changing (Eastham, Sharples & Ball 2001; Hill 2000; Institute of 
Industrial Engineers (U.S.) 1993). 
In summary, this research views milk producers as a part of dynamic dairy-food 
supply chains. The study strove to explore strategic options available to milk 
producers in a whole-of-supply-chain situation. It sought to identify strategic 
competencies required of milk producers for successful dairy-business management. 
The following two chapters (Chapter 3 and 4) present the conceptual framework 
which is used to focus and analyse the problem, and the data collection and analysis 
methods. The Chapters 5, 6, and 7 interpret and discuss the findings from the current 
research, and also analyse, in greater depth, the issues presented in this chapter.  
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Chapter 3 
Conceptual Framework 
3.1 Introduction 
In Chapter 2, a generic dairy-food supply chain was mapped and the key dairy 
products were profiled. The factors and trends shaping the dairy-food supply chains 
and the challenges for the milk producers in the sub-tropical dairy regions of Australia 
were discussed. These changes are having a profound impact on the development of 
successful strategies for managing the dairy-farm business. Any strategy at this level 
has to incorporate the dynamics of the supply chain, as the decisions made at the 
downstream level have a ripple effect on the entire supply chain. The conceptual 
framework for the present research is embedded in the supply chain management 
perspective, with the aim of informing management in developing strategy.  
This conceptual framework is used to focus and give boundaries to the research and 
facilitate the development of theoretical and conceptual outcomes. It is designed 
essentially with two objectives: 
1. Integrate two different perspectives in business strategy literature, namely 
industry competition and organisational capability, 
2. Focus on the supply chain, along with the firm, as the proper levels for 
analysing key factors affecting competitive strategies.  
The framework is developed in three stages. The first stage defines supply chain 
management and scopes the different dimensions of supply chain analysis. The 
second stage explores the strategic and efficiency perspectives of co-ordinating 
business processes within a company and amongst different supply chain partners. 
The third stage conceptualises the relationship aspects of supply chains through 
transaction costs, trust-commitment and power perspectives. 
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3.2 Definition and scope of supply chain management 
Supply chain management can be viewed from several perspectives and a wide range 
of definitions incorporate both strategic and tactical objectives (Cox 1999a; Mentzer 
et al. 2001; Ross 2003; Westgren 1998). Two definitions illustrate the conceptual 
framework of this research.  
Supply chain management (SCM) is the design, maintenance, and operation of supply 
chain processes for satisfaction of end-user needs (Ayers 2001, p. 8).  
Where,  
supply chain is defined as the life cycle processes supporting physical, information, 
financial, and knowledge flows for moving products and services from suppliers to 
end-users’ (Ayers 2001, p. 5).  
The life cycle here refers to both the market life cycle and the usage life cycle of the 
product or service. The key goal of supply chain management is identified as the 
satisfaction of the end-user needs (Katz, Pagell & Bloodgood 2003). While the 
definition implies physical, information, financial and knowledge flows as four 
dimensions of the supply chain, the design, maintenance, and operation of a supply 
chain will also require the incentive and co-ordination mechanisms to be in place 
(Boehlje 1999; Westgren 1998).  
The physical dimension in the supply chain includes the set of processes or activities 
that create the services or products for satisfaction of end-users, and features such as 
transportation and logistics necessary for the flow of products or services between 
processes (Boehlje 1999). However, the physical flow also involves a series of 
business exchange relationships between buyers and suppliers (Cox et al. 2001). In 
the context of the dairy-food supply chains, the physical dimension includes flow of 
product inputs such as feed, seed and fertiliser and service inputs such as access to 
capital and farm services to the milk producers. The physical flow continues from 
milk producer in the form of raw milk to the processor, and the processed milk 
products from processors through to marketers, distributors and retailers, and 
eventually to the end-user.  
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The financial dimension encompasses the series of financial relationships that start 
with the end-user buying the finished product or service, and ultimately results in all 
participants in the supply chain being allocated a share of revenues flowing from the 
end-user (Cox 1997). 
The information flow in the supply chain includes the market signalling amongst the 
supply chain members regarding end-user preferences (Westgren 1998). In the dairy-
food supply chains, information is provided to the milk producers in the form of the 
price mechanisms set by processors for various milk components such as milk fat and 
proteins, as well as penalties and bonuses based on quality and quantity requirements.  
The knowledge flow in the supply chain is the intellectual input into the chain that 
leads to added value in a product or service (Ayers 2001). Product and process 
innovations that lead to new product or service development are examples of the 
knowledge dimension, and are important to the supply chain management concept as 
supply chain partners depend on knowledge exchange to facilitate concerted action. 
The success of this action is dependent on the degree to which this exchange is 
successful. 
The supply chain coordination facilitates the inter-firm strategic decision making 
(Westgren 1998). The choice of coordination system has a significant impact on who 
has power and control in the supply chain and how risks and rewards are shared 
(Boehlje 1999). Examples in the dairy-food supply chain include dairy co-operatives, 
various forms of contracts between milk producers and processors, franchising 
agreements between processors and distributors, and preferred supplier arrangements 
between processor and retailers. Incentives and/or penalties are used to reward 
performance and share risk (Boehlje 1999). An example of the use of 
incentives/penalties in the dairy-food supply chain is found in the contractual 
arrangements between processors and producers, where processors introduced 
differentiation in milk pricing on quality, quantity and time of delivery in order to 
produce a milk supply curve suited their product mix and the market requirements.  
Supply chain co-ordination involves both efficiency and strategic perspectives. While 
the goal of such coordination is end-user satisfaction, the expectation (and motivation) 
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is that this will increase the economic value for the chain as a whole. The second 
definition of supply chain management, as distinct from satisfying end-user needs, 
looks more closely at the coordination perspective and proposes that: 
Supply chain management is the systemic, strategic coordination of the traditional 
business functions within a particular company and across businesses within the supply 
chain, for the purposes of improving long-term performance of the individual 
companies and the supply chain as a whole (Mentzer et al. 2001, p. 22).  
This definition emphasises the long-term performance of the companies and the 
supply chain as a whole. For this purpose the traditional business functions have not 
only to be systemically and strategically coordinated within the company but also 
across companies involved in the supply chain. This definition gives both a company 
and supply chain focus to improving the long-term performance. Coordination at the 
systemic and strategic level addresses two fundamental requirements for a successful 
supply chain; efficiency of the supply chain, which is the attempt to drive costs out of 
the system, and a successful alignment of end-user’s demand for intrinsic and 
extrinsic product or service characteristics with what is being produced and delivered 
in the chain (Westgren 1998). The principal motivation for improving long-term 
performance is the creation of true economic value which is reliably measured by 
sustained profitability of the supply chain, i.e., the gap between the price and cost of a 
product or service (Porter 2002). Supply chain relationships depend on benefits of 
increased value coming from the activities of all the partners and being shared by all 
the partners. However, the nature and distribution of benefits among chain partners is 
a complex issue and invariably a source of greatest concern for potential partners 
(Fearne 1998).  
A conceptual model of these interrelationships in the supply chain is presented in 
Figure 3.1. This model is extended towards the close of this chapter to include further 
developments in the argument. Each company is represented as a triangle. Various 
business functions are coordinated within the company (intra-organisational 
coordination), and also across the companies (inter-organisational coordination) in a 
supply chain relationship, with the goal of end-user satisfaction and the objective of 
creation of economic value.  
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Figure 3.1: Conceptual model showing the systemic and strategic coordination 
required within a firm and across firms to satisfy end user requirements 
with the objective of creating economic value for the chain 
Note: The nth firm represents the first upstream firm, while 1st firm represents the last downstream 
firm. 
Source: Adapted from Grünauer, Fleisch & Österle (2001) with inputs from Mentzer et al. (2001) and 
Ayers (2001) 
The key emphasis is the improvement of the long-term economic performance of the 
supply chain participants and the supply chain as a whole. Improving organisation 
performance has been a central theme of inquiry in the business strategy literature 
where the central question is “what causes certain firms to outperform others?” 
(Meyer 1991).  
3.3 Determinants of an organisation’s performance 
An organisation, according to Leavitt (1965), is composed of four major elements: 
participants, social structure, goals, and technology. Participants are entities that make 
a contribution to the organisation in exchange for rewards, and social structure is the 
patterned elements of the relationships among organisational participants.  
Organisations are brought together in pursuits of goals and technology refers to the 
key tasks through which organisations accomplish results. The attributes of supply 
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chains overlap the four basic elements of organizations (Ketchen Jr. & Giunipero 
2004). 
There are two perspectives on the factors affecting the organisation performance: 
industry competition and organisational capability (Cox 2001; Henderson & Mitchell 
1997; Spanos & Lioukas 2001). Williamson (1991b) presents these two perspectives 
under two general headings, strategising and economising. The first underlines a 
market power imperative. The second is fundamentally concerned with efficiency 
(Spanos & Lioukas 2001).  
Traditional industrial organisation research, and more specifically Porter’s (1980; 
1985; 1991) framework of competitive strategy, focused on industry structure as the 
primary cause of strategy and performance. An alternative ‘resource-based view’ 
(Barney 1991; Peteraf 1993; Rumelt 1991; Wernerfelt 1984, 1995) emphasises the 
importance of firm-specific capabilities.  
Within Porter’s framework, the firm is viewed as a bundle of strategic activities 
aiming at adapting to the industry environment by seeking an attractive position in the 
market arena. The sustainability of profits stemming from such a position is critically 
dependent on the relative influence of competitive forces encountered by the firm. 
These five forces are: the current state of competitive market rivalry; the scope of new 
market entrants; the threat of substitutes; and the power of buyers and the power of 
suppliers (Porter 1980) (Figure 3.2). In combination, these forces determine how the 
economic value created by any product, service, technology, or way of competing is 
divided between, on the one hand, companies in the industry and, on the other, 
customers, suppliers, distributors, substitutes, and potential new entrants (Porter 
2002). 
The firm’s performance is a function of industry structure and the firm’s market 
positioning (Porter 1991). Industry structure affects the sustainability of firm 
performance, whereas positioning reflects the firm’s ability to establish competitive 
advantage over its rivals. Because industry structure is, at least partly, susceptible to 
firm activities, these two determinants of firm performance are ultimately interrelated 
(Spanos & Lioukas 2001). Competitive advantages can be divided into two basic 
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types: lower cost than rival, or ability to differentiate and command a premium price 
that exceeds the extra cost of doing so. Any superior performing firm achieves one 
type of advantage, or both. 
Figure 3.2: Porter’s model of forces driving industry competition 
Source: Porter (1980) 
The resource-based perspective, on the other hand, directs attention to the 
idiosyncratic firm capital and postulates that performance is ultimately a return to 
unique assets owned and controlled by the firm. If in Porter’s competitive strategy 
framework a firm is viewed as a bundle of activities, for the resource-based scholars a 
firm is viewed as a unique bundle of resources (Spanos & Lioukas 2001). The most 
important resources are strategic resources that are rare, valuable, and difficult to 
purchase or imitate (Barney 1991). These resources provide competitive advantage 
over rivals lacking such resources. Patents, brand-names, positive organisational 
cultures (Teece, Pisano & Shuen 1997; Wernerfelt 1984) are examples of such 
resources. Thus the resource-based view, focusing on relationships between the firm’s 
internal characteristics and performance, advances two alternative assumptions: (a) 
firms may be heterogeneous in relation to the resources and capabilities on which they 
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base strategies, and (b) these resources and capabilities may not be perfectly mobile 
across firms, resulting in heterogeneity among industry participants (Spanos & 
Lioukas 2001).  
Closely related to the resource-based view is the notion of ‘core competencies’. 
Prahalad and Hamel (1990) conceive of a firm as a portfolio of core competencies on 
one hand, and encompassing disciplines on the other, rather than as a portfolio of 
product-market entities. The core competencies of the firm reside in the accumulated 
intellectual capital of the firm and are the sum of its technologies, experience, skills 
and management processes. These competencies are not equally distributed and some 
firms are better at developing capabilities and/or are more adept at gaining access to 
and internalising skills held by others (Hamel 1991). Many terms are used in the 
resource-based view, such as capabilities, competencies, resources, and 
characteristics, but the basic theme of comparing the levels of effects on firm’s 
performance is similar (Henderson & Mitchell 1997; Skjoett-Larsen 1999). Present 
research uses the term ‘strategic competencies’ to represent these qualities. 
Some scholars (Nonaka 1994; Spender 1989) have suggested moving beyond a theory 
of multiple resources and instead focusing on one critical resource – knowledge. 
Specifically, the influence of the dynamic environment and rapid information 
technology advances during the 1990s led to the argument that knowledge is the only 
resource that has longevity in achieving a sustainable competitive advantage (Grant 
1996). For example, innovations in product and process, and knowledge exchange 
amongst chain participants, are important determinants of the chain success.  
Though literature on influences on organisational performance at industry and firm 
levels evolved with two different perspectives, both refer to significant determinants 
of performance. A growing body of literature (Cox 1997; Henderson & Mitchell 
1997; Mauri & Michaels 1998; Spanos & Lioukas 2001; Teece, Pisano & Shuen 
1997) contends that the dichotomy between the two views is false.  The efficiency 
agenda is the proper focus for constant change, flexibility, and relentless efforts to 
acquire unique capabilities. The strategising agenda, on the other hand, is the right 
place for defining a unique position, making clear trade-offs between various strategic 
options, and tightening strategic fit between various firm and supply chain activities 
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(Porter 1996). Both perspectives involve a continual search for ways to reinforce and 
extend a company’s or supply chain’s position in a marketplace. 
There has also been a shift to a focus on the supply chain, from the individual firm, as 
the proper level for analysing key factors affecting successful competitive strategies 
(Boehlje, Hofing & Schroeder 1999a; Cox 1997; Cox et al. 2001; Lassar & Kerr 
1996; Lockie & Kitto 2000; Ross 1998). Porter (1980; 1985) emphasised the 
importance of buyer-seller relationships in the development of the five forces model 
(Figure 3.2) and proposed that the competitive advantage grows fundamentally out of 
the customer value a firm creates, and its ability to establish a profitable and 
sustainable position against forces that determine industry competition. Thus, it can 
be argued that the implementation of SCM enhances customer value and satisfaction, 
which in turn leads to enhanced competitiveness of the supply chain, as well each 
member firm (Mentzer et al. 2001). Prahalad and Hamel (1990) suggest that 
emphasising core competencies requires greater reliance on strategic suppliers to 
support non-core requirements. However, strategic management thinking, until 
recently, did not emphasise the importance of these types of vertical business-to-
business relationships as the basis for an understanding of sustainable business 
success (Cox 1999a; O'Keeffe, M. 1994; Ross 1998).  
Supply chain thinking provides significant insights into the conduct of business 
strategy. For example, rather than compare manufacturing rivals to assess competitive 
success in global markets, it can be argued that the entire supply chain is the more 
appropriate level of analysis. Firms now compete as constellations of collaborating 
partners, each contributing value, and together combining skills, capabilities and 
experience to accomplish goals that they could not easily achieve by themselves 
(Spekman, Spear & Kamauff 2002). Boehlje (1999) contends that analysis of 
performance might be better understood starting with the premises of economic 
functions and supply chains rather than firms and markets. 
Thus, supply chain management provides a framework for analysing the dynamics of 
organisational, marketplace, and product strategies that enable an enterprise to 
leverage both the strategic competencies within its own boundaries as well as the 
capabilities of supply chain partners in the search for new sources of competitive 
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advantage. Supply chain management provides an enterprise with new opportunities 
to create marketplace advantage by leveraging supply channel partnerships, 
information and communication technologies, and the knowledge and innovative 
capabilities of the entire channel (Ross 1998). 
3.4 Supply chain relationships 
The relationship between supply chain participants becomes critical as supply chain 
management extends the concept of functional integration beyond a firm to all the 
firms in the supply chain (Min 2001).  This section discusses the factors that influence 
the coordination process in a supply chain. Concepts from business network theory, 
transaction cost economics, literature on trust and commitment, and power and 
conflict provide useful insights into supply chain relationships. 
Supply chain management involves the coordination of processes within and across 
companies. It involves exchange relationships between them, owing to the activities 
and resources that these individual participants control and the interdependencies 
between these (Hakansson & Johanson 1993) (Figure 3.3).   
Figure 3.3: Relations between supply chain participants and activities/resources 
Source: Adapted from Håkansson & Johanson (1993) 
Discrete activities are part of an interdependent system in which the cost or 
effectiveness of one activity can be affected by the way others are performed. These 
are linkages between the activities. Such linkages extend outside the firm to 
encompass the activities of suppliers, channels and buyers. Activities and resources 
are fundamentally connected because resources represent an inherently intermediate 
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position in the chain of causality. Resources arise either from performing activities 
over time, acquisition from outside, or some combination of the two (Porter 1991). 
Through learning, the activities of one actor are eventually modified and adapted to 
the activities of the other actor, so that their joint productivity is increased. At the 
same time, however, their specific interdependency is strengthened (Hakansson & 
Johanson 1993). In this way, chains of interdependent and at least quasi-integrated 
activities are created across companies just as they are created within a company. 
Transaction costs economics (TCE) provides one approach to the study of supply 
chain coordination or governance structure. TCE, as conceived by Coase (1937) and 
expanded by Williamson (1979; 1981; 1991a; 2000; 1999) proposes that the choice of 
a coordination mechanism or governance structure is made by economising on the 
total sum of production and transaction costs (Voordijk, Haan & Joosten 2000). A 
transaction occurs whenever a product or a service is transferred between two stages 
of a production system that potentially could be conducted by separate firms 
(O'Keeffe, M. 1994). Williamson (1975) discussed three key transaction costs: 
information costs, bargaining costs, and enforcement costs. These costs occur as a 
result of the need to negotiate, to exchange, and to monitor and ensure satisfactory 
compliance with the terms of the contractual settlement (Cox et al. 2001). As the 
transaction costs of using the open market system rise, it is expected there will 
develop closer vertical co-ordination, i.e., more transactions carried out under the 
auspices of a strategic alliance, through contracting or within a vertically integrated 
firm (Hobbs & Young 2000; Williamson 1979). 
TCE operates with two behavioural assumptions: bounded rationality and 
opportunism (Williamson 1991b).  The theory presumes that individuals have a 
limited rationality and may show opportunistic behaviour. The limited rationality may 
be ascribed to both a lack of intellectual capacity in individuals and to incomplete 
information about the consequences of a given action (Skjoett-Larsen 1999). 
Opportunism has reference to self-interest seeking with guile (Williamson 1991a). 
TCE recognises that many business exchanges are characterized by incomplete, 
imperfect or asymmetrical information. Asymmetrical information arises when there 
is public information available to all parties but also private information which is 
available to selected parties, so that all parties to the transaction no longer possess the 
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same level of information. Information asymmetries can lead to opportunistic 
behaviour in two ways. The first involves ex ante opportunism where information is 
hidden prior to a transaction, known as adverse selection. The second involves ex post 
opportunism and is known as moral hazard. It occurs after a transaction because of 
hidden actions of individuals or firms. These parties may have the incentive to act 
opportunistically to increase their economic welfare because their actions are not 
directly observable by other parties (Hobbs 1996).  
For a particular transaction there are three critical dimensions, asset specificity, 
uncertainty and frequency (Williamson 1985).  Asset specificity has reference to the 
ease with which an asset can be redeployed to alternative uses and by alternative users 
without loss of productive value (Williamson 1975; Williamson 1979). It has great 
significance for governance of contractual relations (Williamson 1991b) as it exposes 
the risk of human opportunism (Hobbs 1996; Voordijk, Haan & Joosten 2000). 
Because of the possibility of opportunistic behaviour, resources will be spent on 
contractual and organizational safeguards.  
Uncertainty can be divided into uncertainty surrounding the exchange process and 
uncertainty about the relationship itself (Cooper et al. 1997). A buyer can have 
uncertainty over product quality and reliability of supply. Both buyer and seller face 
price uncertainty. The seller may also face uncertainty in finding a buyer, particularly 
if the product has idiosyncratic qualities. Relationship uncertainty addresses how one 
party will react to actions by the other party. A low level of uncertainty lends itself to 
spot market transactions. When aspects of the transaction (such as quality 
characteristics) are highly uncertain, a more formal type of vertical coordination may 
result, such as, a strategic alliance, a contract or some form of vertical integration 
(Cooper et al. 1997; Hobbs & Young 2000). 
Frequency refers to how often transactions occur. In situations of low uncertainty, 
highly frequent transactions tend to be carried out in the spot market because they 
induce learning. Reputation effects become important and mitigate against 
opportunistic behaviour (Williamson 1979). As transactions become more infrequent, 
however, the incentive to act opportunistically and to exploit any information 
asymmetries that may be present increases, and there is a tendency to move along the 
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continuum of vertical coordination towards the extreme of vertical integration (Hobbs 
1996). With more frequent transactions, especially in an uncertain environment, there 
is greater routinisation of interaction and a closer relationship to make sure that 
transactions run smoothly. The combination of highly specific assets, high 
uncertainty, and high frequency of transactions provides the strongest environment for 
close relationships (Cooper et al. 1997).  
The appropriate coordination mechanism between two firms will largely depend on 
the specific investments that each party has made to the relationship (O'Keeffe, M. 
1994). Relationships based on supply chain management have the ultimate goal of 
improving the competitiveness of the entire chain through improving efficiency 
within each level and in the transactions that occur between businesses within the 
chain (Heilbron & Roberts 1995). Functional integration extends beyond a firm to all 
the firms in a supply chain, which inherently requires cooperation between the supply 
chain partners (Min 2001; Morris, Brunyee & Page 1998). Cooperation here is 
defined as a set of joint actions by firms to accomplish a common set of goals that 
bring mutual benefits. Thus Cooper et al. (1997) propose that a long-term, functional 
cooperation viewpoint is required for successful implementation of supply chain 
management.  
Commitment and trust are central to such relationships between firms because they 
encourage managers to work at preserving relationship investments by cooperating 
with exchange partners, resist attractive short-term alternatives in favour of the 
expected long-term benefits of staying with existing partners, and view potentially 
high-risk actions as being prudent because of the belief that their partners will not act 
opportunistically (Morgan, R. M. & Hunt 1994). 
Spekman, Kamauff Jr & Myhr (1998) identify, in a relationship between buyers and 
sellers, the evolving stages from an open market arrangement to collaboration, that are 
necessary for firms to go through if they are to maximize the benefits from a strategic 
partnership (Figure 3.4). 
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Figure 3.4: The transition from open-market negotiations to collaboration between 
buyer and seller 
Source: Adapted from Spekman, Kamauff Jr & Myhr (1998) 
In collaboration, the management of relationships and maintaining commitment to the 
network (or supply chain), become strategic management priorities. To such a long 
term view, relational contracts, or relationships, are best suited rather than spot 
markets or legal contracts. Relational contracts tend to be suited when there are 
advantages of flexibility between the parties, or the rapid flow of information is 
critical to the joint outcome. A classical or legal contract is designed to eliminate 
flexibility, whereas relational contracts allow, and even encourage, flexibility 
(O'Keeffe, M. 1994). 
However, Emiliani (2003) highlights the inevitability of conflict in supply chain 
relationships. He traces the cause of conflict to the fundamental belief possessed by 
senior managers that companies exist to maximise shareholder value and the resulting 
power-based bargaining approach between buyer and seller in a supply chain 
situation. Power-based bargaining remains the dominant practice in most large 
purchasing organisations (Bartholomew 2001; Beek & Conny 2002; Hannen 2002; 
Mitchell 2003a). Cox (1999a) argues that companies are only successful if they 
possess power over something or someone. This is because only by having the ability 
to appropriate value from relationships with others – whether they are customers or 
suppliers – can business success be sustained (Cox 1997a). There must, therefore, be 
objective conflicts of interest between vertical participants in the supply chain, just as 
there are between those competing horizontally in the markets that form around 
specific supply chain resources. The Australian Competition and Consumer 
Commission (1999, pp. 37-8), in its submission to the Joint Select Committee on the 
Retailing Sector, noted: 
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An oligopolistic market structure at the wholesale/retail level of the grocery industry 
imposes backward pressure on the agricultural and manufacturing sectors which 
depend on the chains for the majority of their sales. This causes profits to be squeezed 
at the producer level and, to the extent that it drives otherwise viable and competitive 
players out of the business, results in a misallocation of resources. 
Two concepts of power, economic and behavioural, provide useful insights in the 
context of the conceptual framework. In the economic concept of power, the balance 
of power determines how total chain profits are divided between chain members 
(Ailawadi, Borin & Farris 1995). Porter (1974; 1976) argues that the relative power of 
the retailing and manufacturing stages determines the distribution of rents between 
stages and that the rates of return obtained by manufacturers decrease as the 
bargaining power of retailers increases.  
In the behavioural perspective, power is the ability of one channel member to induce 
another channel member to change behaviour in favour of the objectives of the 
member exerting influence (Wilemon 1972). El-Ansary and Stern (1972) define 
power as “the ability of a channel member to control the decision variables in the 
marketing strategy of another member in a given channel at a different level of 
distribution”. French and Raven (1959) provided a typology of five bases of power, 
while Emerson’s (1962) dependence framework suggested that the dependence of one 
party in a dyad provides the basis for the power of another, and incorporates all the 
bases of power within it.  
The behavioural view differs from the economic view in three key areas (Ailawadi, 
Borin & Farris 1995):  
1. The aggregate industry-level focus of the economic view versus the dyadic, 
firm level focus of the behavioural view;  
2. The difference between exercised and potential power. Behavioural literature 
makes distinction between potential and exercised power, while economic 
theory implicitly concerns itself only with exercised power; 
3. Economic theory views profitability, appropriately measured, as an indicator 
of market power. However, it may be inadequate in measuring the potential 
power.  
Strategies and Relationships in the Dairy-food Supply Chain: Options for Milk Producers in South-east Queensland 
 
 62 
In an aggregate model of power, its influence is to be analysed not only at the industry 
level but also at the dyadic, firm level. While profitability might be a good measure of 
market power, the qualitative indicators for potential power also need to be identified.  
3.5 Conclusion 
In supply chain relationships, two types of exchange relationships are being played 
simultaneously. The first is where the participants work together in order to reduce 
costs or to create value. This type of relationship requires close cooperation between 
the chain participants. The second relationship is where value is divided between the 
channel participants. This could potentially be an adversarial relationship, as each 
actor tends to appropriate maximum value for itself (Hamel, Doz & Prahalad 2002; 
O'Keeffe, M. 1997). Thus, closer supply chain relationships are not just cosy or 
collusive arrangements; there is also an adversarial element. The main challenge for 
success is managing the two types of exchange by appropriate governance structures.  
An expanded conceptual framework (Figure 3.5) was developed for this study of the 
dairy-food supply chain research, providing a framework for identifying and 
analysing the outcomes of the research. The framework proposed end-user satisfaction 
as the goal of the supply chain with the expectation (and motivation) of creation of 
economic value. Organisational capability and strategic positioning are required for 
business performance at the supply chain, along with the firm level. For this purpose, 
companies systemically and strategically coordinate business functions within the 
particular company and across businesses within the supply chain. The relationship 
between chain participants becomes critical in this cross-businesses coordination. The 
relationship between the chain participants is complex and multi-dimensional and 
needs to be understood from diverse perspectives which incorporate seemingly 
contradictory characteristics and behavioural elements.  
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Figure 3.5: An extended version of the conceptual model linking companies’ business 
performance, incorporating strategic competencies (capabilities) and 
market positioning, in a complex supply chain relationship  
Source: Adapted from Grünauer, Fleisch & Österle (2001) with inputs from Mentzer et al. (2001) and 
Ayers (2001) 
The conceptual framework informs the research objective and sets the scope of the 
research. The context for the research is: 
1. Efficiency-strategy paradigm set in a supply chain perspective,  
2. Supply chain relationships explored in terms of transaction cost economics, 
trust-commitment and power perspectives. 
The framework provides a scope for analysis of the objectives, strategies, resources, 
and coordination mechanisms amongst supply chain participants. It facilitates an 
exploration of the strategic orientation (positioning) of supply chain participants, and 
their risk perceptions. It also allows for identification of the strategic competencies 
(capabilities) required at each level of the supply chain.  
This research uses the conceptual framework to address the research questions and 
issues identified in Chapter 2. The framework is used to explore the dairy-food supply 
chain strategies and their influence on the chain relationships. The results (in Chapters 
5, 6, and 7) are presented in the framework of strategies and relationships pursued at 
each dyad within the supply chain. The conceptual issues in the dyadic strategies and 
relationships are then discussed with the intention of validating the proposed 
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framework and adapting it to the developing line of reasoning. In the next chapter 
(Chapter 4) the research methods employed are discussed and the plan for data 
collection and analysis is outlined.  
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Chapter 4 
Research Methods 
4.1 Introduction 
The manner in which research is undertaken and the way that its findings are 
interpreted are fundamentally influenced by the research framework (Easterby-Smith, 
Thorpe & Lowe 2002). This framework reflects the researcher’s personal view of the 
world and so incorporates one’s individual values and assumptions (Kelly 2001). All 
research is “socially constructed”; that is, its objectives, its structure and its 
interpretations are all given meaning by human beings (Denzin & Lincoln 2000). In 
this chapter the research design is briefly outlined, the assumptions are clarified, and 
when and why specific methods were chosen for data collection and analysis are 
explained. 
4.2 Qualitative research 
The research design was constructed to accommodate the multi-dimensionality of the 
research topic, and the theoretical framework incorporating concepts from the 
literature on supply chain management and strategic management. The strategies 
adopted by supply chain participants are a result of dealing with the competitive 
environment and complex interactions, and the study needed to be conducted in a 
setting where all this complexity operates. Therefore, qualitative research methods 
were adopted to allow an in-depth analysis of a complex and dynamic situation, with 
minimal constraint on the content of the data collected. Such methods also enable the 
participants in the supply chain to have direct input to the research. 
4.3 Philosophical approach 
This research draws from the philosophical research traditions of constructivism. This 
approach was chosen as it allows the researcher to explore and incorporate the 
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different perspectives held by the research participants. The central aim of the 
research was to identify the key business strategies and the nature of relationships of 
supply chain participants operating at different levels of dairy-food supply chains. 
One of the benefits of a constructivist approach is that the researcher actively seeks 
different views (Kelly 2001). Constructivism is defined by its acceptance of multiple 
mental constructions of reality, and therefore allows the researcher to explore 
different perspectives held by participants in the research context (Guba & Lincoln 
1981). The emphasis on multiple perspectives also helps reduce (researcher) bias. 
Predetermined categories are avoided and new viewpoints are allowed to emerge, 
rather than the researcher attempting to find consensus early in the process. However, 
one problem with an absolute constructivist approach is its relativism; relativists 
assert that there are no universal principles of truth. Each reality is valid and true, and 
no one position can be recommended over another. This prevents the researcher from 
taking a stance and making any recommendation (Kelly 2001). However, a distinction 
can be made between different types of relativism: epistemic and judgmental. 
Epistemic relativism “identifies alternative forms of valid knowledge, and more 
importantly knowledge production” (Brown 1998, p. 11). This means there can be 
different views about the world, different ways of knowing the world, but does not 
imply that one cannot make a judgement about those forms of knowledge. By 
contrast, judgmental relativism claims that all forms of knowledge are equally valid 
and “we cannot compare different forms of knowledge and discriminate among 
them”(Brown 1998, p. 10).  
In this research, the approach treated different forms of knowledge and people’s 
different perspectives as valid. Then this data was used to draw conclusions about 
strategic options for milk producers in the dynamic dairy-food supply chain. 
4.4 Data collection method 
The research was exploratory and descriptive in nature (Marshall & Rossman 1999), 
and conducted in an environment which was continually changing in terms of its 
structure and issues. The research strategy had to be iterative and responsive. It had to 
be flexible to accommodate any changes in circumstances, and at the same time make 
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use of any opportunities that arose due to such a change. The research also needed to 
conform to ethical requirements. Converging lines of evidence were sought and used 
to enhance authenticity and reliability of the data (Bickman & Rog 1998).  
Boehlje (1999), while discussing measuring, analysing and understanding of 
structural changes in agricultural industries, suggests that we must develop and access 
new data sets that are generated by talking to and observing the behaviour of 
economic agents, rather than collect from secondary sources and historical synopses. 
Porter (1991), Sterns, Schweikhardt & Peterson (1998) and Westgren & Zering 
(1998) also acknowledge the limitation of survey, econometric methods and archival 
data in their applicability and scope in strategy and/or agribusiness research. Business 
success is often shaped by (managerial) choice (Porter 1991) and chance (Barney 
1986). For this research, a data collection strategy was devised to get rich in-depth 
information directly from a cross-section of participants in the dairy-food chain. The 
data were collected primarily from qualitative, semi-structured and open-ended 
interviews.  
Qualitative interview design is flexible, iterative, and continuous (Rubin & Rubin 
1995). The design takes shape gradually. To adapt to the new learning, design has to 
be flexible. As the research progresses, at each stage of interviewing, there is the 
possibility of modifying one’s line of enquiry, following up interesting responses and 
investigating underlying motives (Robson 2002). Thus design is iterative in the sense 
that it is refined at different points in the research to suit the emerging ideas. An 
outline of the research process followed in this investigation is shown in Figure 1.1. 
Key people in the dairy-food supply chains were selected and interviewed, providing 
a wide range of views and broad coverage of current opinion. This interview style, 
defined as ‘elite interviewing’ by Marshall and Rossman (1999, pp. 113-4), is the 
primary method for research conducted in supply chains (O'Keeffe, M. 1994). It 
ensures an informed view from the various sections of the supply chain. 
Other data sources, such as feedback from respondents on analysis of the interviews, 
reflective memos written during the fieldwork, conversations with people involved in 
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dairy-food supply chains, organisational reports and milk producers’ business reports 
were used as secondary sources of information. 
4.4.1 Interview structure  
Interview structure assisted in mapping the supply chains, identifying various 
business strategies pursued at each level of the supply chain, and resources and 
capabilities which were critical to business success at that level. This was reflected in 
the common themes or topics addressed during all interviews with the participants 
(Interview guides for each supply chain level are included in Appendix 1).  
The topics covered in these questionnaires included: 
1. Overview of company’s or organisation’s position or role in the dairy industry 
2. Impact of deregulation and resulting changes in the business strategy  
3. Perceived commercial risks and business strategies to manage them 
4. Contractual relationship with buyer and/or seller 
5. Interdependence with buyer and/or seller 
6. Resources and capabilities critical to success 
7. Opinion on various industry issues 
8. Trends in the dairy industry 
9. Company’s or organisation’s outlook in 5-10 years 
The contents of the questions were structured to elucidate features and boundaries of 
the research topic and the conceptual framework, and gain the information required. 
The theoretical underpinnings of the research approach, as described in the conceptual 
framework, provided scope and focus to the research questions; at the same time, the 
flow of questions and research design was kept in mind (Rubin & Rubin 1995). Each 
question was informed by key concepts relating to strategic management, supply 
chain management, and transaction cost economics; this is shown in Appendix 2, 
where, as an example, each question for the milk producers, with its underpinning 
concepts, is listed. The ordering of questions in the interview followed directions from 
Patton (2002). The question sequence began with the present day, which then became 
the baseline for asking questions about past experience. The final group of questions 
were about the future. Questions were asked of the respondents relative to their 
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perceptions of their upstream and/or downstream counterparts (Figure 4.1). For 
example, marketers responded to questions about their customers while 
procurement/farm service managers responded to questions about their suppliers. 
From these different perspectives, the researcher was able to reflect a supply chain 
view of certain key dimensions of processes and practices, as well as show differences 
in perspectives across different levels of the supply chain (Spekman, Kamauff Jr & 
Myhr 1998).  
Probe and follow-up questions were included within the interview guide format and 
used to clarify and complete answers and pursue lines of enquiry which were of 
particular interest to the research topic (Kvale 1996; Rubin & Rubin 1995). The 
question structure was modified to be appropriate to the respondent’s role in the 
industry; nevertheless, the central thrust of the interviews was consistent within each 
data collection phase, allowing the data to be viewed as a ‘set’ applying to that level 
of the dairy-food chain.  
Figure 4.1: Diagrammatic representation of the dairy-food supply chain showing the 
major actors and their roles as buyers and/or sellers 
Source: Modified from Spekman, Kamauff Jr & Myhr (1998) 
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4.4.2 Environment in which interviews were conducted 
The initial contact with the respondents was established through an introductory letter 
(see Appendix 3) clearly explaining the objective and purpose for the interview and a 
follow-up phone call. During the phone call the respondents were asked if they 
wished to participate in the research and then a time was organised to conduct the 
interview. All the interviews were conducted at the respondents’ premises. In the case 
of the milk producers, the interviews were conducted at their dairy farms. In the case 
of retailers, processors, and input, capital and service providers, the interviews were 
conducted at their work place. Interviews lasted from 45 minutes to 90 minutes. All 
interviews4 were recorded on a digital recorder and the audio files were downloaded 
on to the computer hard disk for easy accessibility and retrievability. Strategies 
suggested by Patton (2002) and Poland (2001) for ensuring high quality tape 
recording were followed. These included use of a high quality digital recorder, 
interviewing at a place free from interruptions, placing the microphone close to the 
respondent, speaking clearly and also requesting the respondent to speak clearly, not 
rustling papers, cups, bottles, and other items near the microphone, downloading the 
audio files onto the computer as soon as practical and labelling the audio files 
appropriately. The interviews were transcribed / summarised in NVivo software in 
rich text format and linked to the audio file for verifying any doubts about accuracy.  
4.5 Ethical considerations 
Four guidelines were followed as a part of ethical considerations for the research: (a) 
informed consent, (b) no deception, (c) protection of privacy and confidentiality and 
(d) accuracy of data (Christians 2000). An ethics clearance was obtained from the 
Behavioural & Social Sciences Ethical Review Committee (BSSERC) at the 
University of Queensland (see Appendix 4). Informed consent was obtained from 
research participants before starting the interview by getting their signature on a 
consent form (Appendix 3). The interview protocol followed the BSSERC 
instructions where the purpose of the research and reason for the interview were 
                                                 
4 During the first three interviews, the digital recorder with download feature was not available. Hence 
the audio files for the first three interviews could not be downloaded on to the computer hard drive. 
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explained to the interviewee. There was no deception or withholding of any 
information from the research participant. The privacy and confidentiality of 
information was assured in the written consent form. Making an audio file of the 
interview and sending feedback to the research participants assured accuracy of data. 
4.6 Data collection process 
Data was collected in two phases from the whole-of-dairy-food supply chain with 
milk producers as the focus of the research. The producers represented the point of 
entry for the researcher and the upstream and downstream trading partners of the 
producer group comprised the aggregate supply chain (Figure 4.2) (Spekman, 
Kamauff Jr & Myhr 1998). The aggregate supply chain comprised: 
Upstream 
1. Input providers to the milk producers of 
a. Feed,  
b. Seed, and  
c. Fertiliser. 
2. Capital providers to the milk producers. 
Focus  
3. Milk producers. 
4. Milk producers processing their own milk. 
Downstream 
5. Processor – interviews were conducted with the following functionaries 
a. Marketing & sales managers,  
b. Milk supply managers, and 
c. Farm services managers.  
6. Managers dealing with Purchasing (Perishables) in marketing and distribution 
companies. 
Strategies and Relationships in the Dairy-food Supply Chain: Options for Milk Producers in South-east Queensland 
 
 72 
7. Retailers – interviews were conducted with the business managers (perishables 
& dairy) representing 
a. Large retailers, and  
b. Independent retail groups. 
A representative from Fonterra, in New Zealand, was interviewed in consideration of 
Fonterra’s Australasian strategic focus and substantial investment in the Australian 
dairy processing sector. The participants representing government service providers 
and industry organisations servicing milk producers were also interviewed because of 
their important role in influencing the business outlook of the milk producer. Figure 
4.2 identifies the dairy-food supply chain participants with whom interviews were 
conducted in the two phases of research. 
Figure 4.2: The 48 dairy-food supply chain participants interviewed in the research 
Note: Figures in brackets indicate number of interviews, TDRC – Tropical Dairy Research Centre, 
NSW Agriculture – New South Wales Agriculture, QDPI&F – Queensland Department of 
Primary Industries and Fisheries, QDO – Queensland Dairyfarmers Organisation, AUR – 
Australian United Retailers. 
4.7 Sample selection 
Identification of the participants in the fieldwork was done on the principle of 
purposeful sampling (Patton 2002), where information-rich cases are selected 
strategically and purposefully. The specific type and number of cases selected 
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depends on the study purpose and resources. Within the ambit of purposeful sampling, 
maximum variation sampling was emphasised as it involves purposefully picking a 
wide range of cases to get variation on dimensions of interest. Sampling procedure 
also had an element of snowball or chain sampling, and this was especially useful in 
mapping the supply chain setting. A total of 48 interviews were conducted, as 
identified in Figure 4.2. 
While retailers and processors operate on a national level, the milk producers and the 
upstream supply chain participants were selected from Queensland and northern New 
South Wales (Figure 4.3) where the major proportion of milk is directed towards 
drinking milk, the segment most affected by deregulation. The milk producers in the 
sample were mostly from southeast Queensland, though producers in central 
Queensland and northern New South Wales were also sampled as these regions are in 
close proximity and share milk supply characteristics that are explained below. 
 
Figure 4.3: A map of south-east Queensland and northern NSW, showing the dairy 
regions referred to in the thesis 
Source: AGTRANS (2000) 
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4.7.1 Milk producers 
The milk production sector of the Queensland dairy industry is diverse in terms of 
geographic location, farm types (herd size, size of farm, production levels), and 
farmer types (age, years in dairying, formal education, management style). The 
production sector is divided into three regions based on supply management 
arrangements: southeast Queensland, central Queensland and northern Queensland. 
Northern New South Wales shares its milk production and supply management 
arrangements with south-east Queensland (Busby, Hetherington & Itzstein 2002, p. 
7). The sample of milk producers selected for this research was primarily from 
southeast Queensland (11 including 2 niche producer-processors). To take different 
supply arrangement into account, samples from central Queensland (1) and northern 
New South Wales (3) were also selected. 
The dairy processing company to which milk producers supplied, a co-operative or a 
proprietary company, was identified as significant to their business strategy and was 
therefore used as a sample selection criterion. Another factor was type of contractual 
arrangement with their processor. For example, Dairy Farmers in 2001-2002 was 
giving an option to their milk producers of a private contract, as against the general 
payment mechanism with all member suppliers. Parmalat had three supply groups in 
2002-2003, Premium, Port Curtis, and ‘one-price’ groups that were operating under 
slightly different contractual arrangements. Milk producers processing their own milk 
were identified separately. Other characteristics of milk producers which were 
considered while selecting the sample were that the producer:  
• should be active in the industry through membership of a supply group, farmer 
organisation or similar representative body. Milk producers who were active 
members of the industry were considered more informed and therefore rich 
information sources. 
• should be using the Queensland Dairy Accounting Scheme (QDAS) or a 
similar accounting package, a means to understand cost structure and to ease 
data accessibility and generalisability; 
• should be interested, able to give access to records and available for interview; 
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• should preferably, though not essentially, be linked with the Subtropical Dairy 
Program (SDP). SDP is one of eight groups across Australian dairying areas 
under the umbrella of Dairy Australia, set up to provide a mechanism for dairy 
farmers to have a strong involvement in identifying, selecting and managing 
research, development and extension activities. 
Another preference in selecting the milk producers was availability of research 
information, such as QDAS data, for similar “types” of milk producers to those 
involved in the research process. This helped compare the milk producer ‘data set’ 
with a wider population. 
Two milk producer-processors, Barambah Organics and Calvert Farms were selected 
to represent the producer-processors in the niche processing segment. Barambah 
Organics was processing 800,000 L of organic milk at its factory in Brisbane in 2002. 
It sourced milk from its own farm near Murgon in the South Burnett. Milk was sold 
primarily in Brisbane through franchise arrangements, with the main outlets being 
convenience stores and home delivery. Calvert Farms were processing about 3 million 
litres of milk sourced through their own farm in 2002. They started operations in 2000 
and were selling primarily in the country regions of southeast Queensland through 
direct sales and three vendors. The main outlets for their milk were convenience 
stores and home delivery. Table 4.1 identifies the sample of the 13 milk producers and 
2 producer-processors interviewed in the research. 
Table 4.1: Overall sample of milk producers interviewed in the research 
Dairy Farmers Parmalat Processor 
Region Private 
Contract 
General 
Payment
Premium* Port 
Curtis*
National 
Foods 
Norco Producer-
Processor 
Total
South-east 
Queensland 
3 1 3  2  2 11 
Central 
Queensland 
   1    1 
Northern New 
South Wales 
     3  3 
Total 4 4 2 3 2 15 
Note: * Farmer cooperative selling groups in south-east and central Queensland respectively 
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The Tropical Dairy Research Centre (TDRC) at the University of Queensland, 
extension officers from Queensland Department of Primary Industries and Fisheries 
(QDPI&F) and farmer members of the Sub-tropical Dairy Program (SDP) were 
approached as the informed persons to guide the selection of milk producers. They 
also assisted in identifying the names and addresses of potential interviewees, on the 
basis of their herd size, years in dairying and milk supply arrangements. Although 
there were only 15 milk production businesses directly involved in the research, the 
diversity of the sample and the depth of the interviews provided an in-depth 
understanding of these businesses and strategies available to the wider production 
community.  
4.7.2 Processing sector 
The selection of interviewees in the processing sector represented the major players in 
Queensland and northern New South Wales. Representatives from Dairy Farmers, 
Parmalat, National Foods, Norco, and Fonterra were interviewed (these companies 
have been profiled in Sections 2.2.2 and 2.3). Dairy Farmers, Parmalat and National 
Foods hold 82% of the drinking milk segment (Table 2.4) and 72% of the fresh dairy 
milk products segment (Table 2.7). The representative from Fonterra was interviewed 
in New Zealand during a University of Queensland funded field trip. Two regional 
processors, Kenilworth Country Foods and Top Spot, were selected to represent 
processors in the niche segment5. Kenilworth Country Foods is a gourmet cheese 
manufacturing company located in the Sunshine Coast Hinterland, manufacturing 240 
tonnes of cheese and short-shelf-life dairy products. The factory had no direct milk 
suppliers, purchasing about 4.2 million litres of raw milk from Dairy Farmers 
Cooperative. Kenilworth sold its products through its distributors to supermarkets, 
boutique shops, and the convenience and services sectors and was exploring export 
opportunities in countries such as Korea, Taiwan and China. It also planned to 
aggressively expand in the organic sector as a future growth opportunity. Top Spot 
started operations in the year 2000 and was processing 2.34 million litres in 2002. It 
was sourcing milk from 6 farms, including its own. Two vendors were distributing 
                                                 
5 The term niche processor appearing in the thesis refers to the processors servicing the niche market 
segment. 
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processed milk, primarily by home delivery, in south-east Queensland & northern 
New South Wales, stretching from Noosa Heads to Byron Bay.  
The representatives of the companies were interviewed at three levels: managers 
dealing with milk supply, managers dealing with sales and marketing issues and 
managers looking after farm services. For those processing companies not having 
separate purchasing, marketing & sales departments, interviews with the general 
managers or operations managers were conducted (Table 4.2). Four representatives of 
each of these categories were interviewed, giving a total sample of 16 (including 2 
niche processors). The initial processing company contacts were established with 
guidance from the Tropical Dairy Research Centre (TDRC) at the University of 
Queensland and Queensland Department of Primary Industries and Fisheries 
(QDPI&F). In the first phase of data collection, interviews were conducted with the 
milk supply managers and they gave information on marketing & sales and farm 
services managers. The interviews with marketing & sales and farm services 
managers were conducted in the second phase of data collection.  
4.7.3 Retailers 
The interviews in the retail sector were conducted at the retailer’s head office with the 
managers looking after perishable foods and/or dairy business. For example the 
Woolworths and Metcash representatives were interviewed in their head offices in 
Sydney, whereas the Coles representative was interviewed in Melbourne. The 
managers interviewed were generally responsible for the national dairy and frozen 
Table 4.2: Overall sample of processor representatives interviewed in the research 
Processing 
company 
General 
management 
Marketing & 
Sales 
Milk 
supply 
Farm 
services 
Total 
Dairy Farmers  2 1 1 4 
Parmalat  1 1 1 3 
National Foods   1 1 2 
Norco   1 1 2 
Dairyfields (Norco-
Parmalat JV) 
1 1   2 
Fonterra 1    1 
Kenilworth 1    1 
Top spot 1    1 
Total 4 4 4 4 16 
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merchandise, including negotiating activities with the suppliers, and product 
promotions at the stores. The contacts for such interviews were obtained from the 
marketing & sales managers of the processing companies and, with their consent, 
their referral was given when requesting an interview. 
The retailers were profiled in Section 2.2.3. As Woolworths and Coles together hold 
62% share of the grocery market in Australia and 64% in Queensland, their 
representatives were interviewed to represent the major supermarkets. The AUR 
representative was interviewed as a representative of the independent banner groups. 
Metcash with 12% share of the grocery market was selected as the representative of 
the marketing and distribution channel. Four interviews were conducted in this 
segment of the supply chain, as shown in Table 4.3. 
 
4.7.4 Input providers 
In this segment, feed, seed and fertiliser providers were interviewed. Because of the 
dominant role of feed-related costs in the total milk production cost (Table 2.15), 
interviews in the input provider segment were sought with stock feed, fertiliser and 
seed providers. The major companies operating in Queensland and northern New 
South Wales (four in all) were identified with the help of milk producers, TDRC and 
the farm services managers in processing companies. In each of these input 
companies, interviews were conducted with the senior technical person associated 
with customer service. The names of the companies and distribution of interviews are 
shown in Table 4.4. 
Table 4.3: Total number of interviews conducted with retailers and distributors 
Retail/Marketing company Number of interviews 
Coles 1 
Woolworths 1 
Australia United Retailers 1 
Metcash 1 
Total 4 
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4.7.5 Capital providers 
Capital investments to achieve a viable scale of dairy farming operations are 
substantial, with capital required for purchase of land, cows, sheds and milk 
harvesting equipment, storage vats and farm machinery (Australian Competition and 
Consumer Commission 2001a, p. 29). ABARE’s data indicate an average farm value 
of $1.43 million in Queensland with an equity base of 87% in 2001-02, and an 
average debt of $184,410 per farm business operation (Australian Bureau of 
Agricultural and Resource Economics 2003a).  
Interviews in the capital provider segment were with the Agribusiness managers of 
those banks with most loans to milk producers; four managers were interviewed.  
Identification of these personnel was assisted by discussions with milk producers and 
QDPI&F farm advisors.   
Table 4.4: Distribution of interviews undertaken with the input sector 
Input Providers Company Total 
Feed Providers Better Blend 1 
 Ridleys 1 
Seed Provider Pacific Seeds 1 
Fertiliser Provider Incitec 1 
Total  4 
Table 4.5: Interviews conducted with agribusiness managers of  the capital 
providers 
Capital Provider   Farm loans as per cent of total of each 
bank’s loans 1997/98**   
No of 
interviews 
Rabobank Australia* 81 1 
Suncorp Metway 22 1 
National Australia Bank 7 1 
Commonwealth Bank 4 1 
Total  4 
Note: *Incorporates Primary Industry Bank of Australia (PIBA) 
**   Source: Reid (1999) 
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4.7.6 Industry organisations 
Three representatives of the industry organisations were interviewed. The Queensland 
Dairyfarmers’ Organisation (QDO) was a statutory organisation representing all dairy 
farmers in Queensland. The statutory status was removed, and from 2000, QDO 
became a limited liability company. The organisation provides a forum for farmers to 
voice their opinion and form a united group on matters affecting the industry. Issues 
that the organisation has been involved in are collective bargaining, animal welfare, 
environmental codes of practice, and farmer training and education. The QDO is a 
member of the national body, the Australian Dairy Farmers' Limited (ADF). The CEO 
of QDO was interviewed. 
The SDP, profiled in Section 4.7.1, is one of eight groups across Australia under the 
umbrella of Dairy Australia. The chairman of SDP was interviewed. 
The TDRC is based within the School of Animal Studies at the University of 
Queensland, Gatton. TDRC provides teaching at undergraduate and postgraduate 
levels, applied research in production systems and training to farmers and advisory 
staff. The director of TDRC, who also happens to be the principal advisor of this 
thesis, was interviewed. 
4.7.7 Government service providers 
Two interviews in this segment were conducted with the personnel of Queensland 
Department of Primary Industries and Fisheries (QDPI&F) and New South Wales 
Department of Primary Industries Agriculture (NSW Agriculture), The QDPI&F and 
NSW Agriculture provide research, development and education services to farmers 
through research and extension staff. Dairy extension officers provide information on 
all aspects of dairy farm production, including herd health, pasture management, 
business and financial management and soil conservation. An experienced extension 
officer, identified by consensus among milk producers and extension officers, was 
interviewed in each state department. 
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4.8 Data collection stages 
Data was collected in two stages and each stage was followed by analysis (the 
analysis plan is detailed in Section 4.9). The analysis after each stage was presented to 
the stakeholders in the following ways: 
• A report was sent to the participants after each phase of data collection and 
analysis. 
• Results from the first phase of data collection were presented to the industry 
stakeholders in a workshop setting and they were asked to prioritise the 
findings in degree of importance and add issues that were not covered in the 
preliminary results. The feedback from the stakeholders was used to make a 
more informed decision with regards to prioritising the results, get further 
opinion on the key issues, and further refine the enquiry (Appendix 5). 
• The findings from progressive analysis and interpretation of data were 
presented at various national and international conferences, as indicated at the 
beginning of this dissertation (see the List of Publications).  
• Sending written research results summaries back to people who were 
interviewed and presenting research findings at various industry forums 
improved internal validity.  This also allowed the tentative results to be refined 
to incorporate the participants’ reactions (Reason & Rowan 1981). 
4.8.1 Stage one: Interviews with milk producers and managers of 
milk supply side of processors 
March – June 2002 
Semi-structured interviews were conducted with milk producers managing dairy farm 
businesses and managers working on the milk supply side of the processors (Table 
4.6). This strategy was to obtain diverse viewpoints within these groups.  
Strategies and Relationships in the Dairy-food Supply Chain: Options for Milk Producers in South-east Queensland 
 
 82 
4.8.2 Stage Two: Interview with whole-of-the-supply chain 
December 2002 – March 2003 
In Stage Two, further interviews were conducted with the milk producers, and the 
other segment representatives identified in Section 4.7, namely, the managers of sales 
and marketing as well as the farm services side of the processor, managers working 
with retailers managing ‘dairy’ categories, input providers in feed, seed and fertiliser 
companies, capital providers, industry organisations and service providers to the dairy 
industry in the government agencies.  
4.9 Analysis plan 
An analysis plan was formulated to (a) identify the range and salience of key items 
and concepts, (b) discover the relationships among these items and concepts, and (c) 
build and test models linking these concepts together (Ryan & Bernard 2000, p. 790).  
4.9.1 Levels of analysis 
Analysis was conducted at four levels (Figure 4.4). Each interview was analysed at an 
individual level. The next level of analysis was conducted by making sets of 
respondents at different levels of dairy-food supply chains. Further subsets were 
developed within some sets, for example, subsets of milk producers based on 
processors they were supplying and their contractual structure with the processor. The 
Table 4.6: Number of initial interviews with producers and managers of milk supply 
with the processors 
Processor Supply side managers with the 
processor  
Milk producer supplying to the 
processor 
Dairy Farmers 2 3 
Parmalat 1 1 
Norco 1 1 
National Foods 1 1 
Kenilworth 1 N/A 
Total 6 6 
Note: N/A – Not applicable, processor was buying milk from Dairy Farmers Cooperative 
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subsets for processing companies were based on their structure (a co-operative or a 
proprietary company) and size (large or small processors). Retailers were categorised 
as large retailers or independent retailer groups. The dyadic nature of the relationship 
between different levels of dairy-food supply chain actors was then analysed. Finally, 
a systemic analysis of the whole chain was conducted, with the milk producer as the 
central focus.  
The analytic approach for the semi-structured interviews followed Miles and 
Huberman’s (1994) description of ‘classic set of analytic moves’: 
• Affixing codes to the material obtained from interviews and secondary data 
sources; 
• Adding comments and reflections to the material; 
• Sorting and sifting the materials to identify similar patterns, themes, 
relationships, sequences, and differences between sub-groups; 
• Use the initial analytic results to help focus further data collection; 
• Gradually elaborate a small set of generalisations that cover the consistencies 
discerned in the data; 
• Linking these generalisations to the theoretical framework developed.  
The conceptual framework was used to focus the inquiry, but as a template with 
which to compare and contrast results, rather than to provide a priori categories into 
which to force the analysis (Morse 1994). Preliminary codes for tentative categories 
were developed based on the situation analysis (Chapter 2), conceptual framework 
(Chapter 3), and through the initial reading of the data. These codes served as a 
template for data analysis. The template was continuously developed and upgraded as 
analysis continued and new categorisations and codes emerged from the data (Robson 
2002, p. 458). 
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Figure 4.4: An outline of the four levels of analysis employed  
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NVivo software was used for data analysis. Computer-assisted analysis can help with 
consistency, speed, representation and consolidation (Weitzman 2000). NVivo was 
chosen as it was compatible with the research design and the analysis plan, and 
provides tools for searching, marking up, linking, and reorganising the data, and 
representing and storing the researchers’ reflections, ideas, and theories (Fraser 2000; 
Richards 2002).  
NVivo also fits in well with the analysis approach, following Miles and Huberman 
(1994), of three linked sub processes: data reduction or condensation (Coffey & 
Atkinson 1996), data display, and conclusion drawing/verification.  
4.9.2 Data condensation 
Data condensation refers to the process of shortening the text while still preserving the 
core (Graneheim & Lundman 2004). The interviews were read several times to obtain 
a sense of the whole. A summary sheet was prepared for each interview, in the said 
content areas, to clarify its context and significance, as well as to summarise the 
content of the lengthy document (Coffey & Atkinson 1996; Tesch 1990). Each 
interview and its summary sheet were annotated with initial ideas that emerged after 
the first reading using the DataBites feature of NVivo. An aggregate summary sheet 
was then prepared for each level of the supply chain. The aggregate summary sheet 
was sorted into four content areas: changes as a result of deregulation, strategies, 
strategic risks, and relationships with buyer and/or seller. In some cases, changes as a 
result of deregulation and strategies were deeply interrelated and therefore handled in 
the same content area. Figure 4.5 provides a summary of the data condensation and 
the process of linking it to the nodes. An aggregate summary sheet for the processing 
sector, as an example, is given at Appendix 6.  
Strategies and Relationships in the Dairy-food Supply Chain: Options for Milk Producers in South-east Queensland 
 
 86 
Figure 4.5: Data condensation process and linking it to nodes 
A preliminary node template was constructed using the conceptual framework and 
initial reading of the data (a node is the container in NVivo for codes and categories). 
The documents were initially coded using this template, and this was refined as the 
analysis progressed and themes and patterns emerged. New codes were generated, 
some codes were subsumed, different codes were clustered and a hierarchy and 
network of codes were formed. Nodes, documents and summary sheets were linked 
with each other. Following Miles and Huberman (1994), coding was done on two 
levels: first- and second-level coding. First level coding is concerned with 
summarising segments of data. Second level or pattern coding groups initial codes 
into a smaller number of sets, themes or constructs. The coding in this research finally 
centred around five sets of issues: strategies, supply chain relationships, innovation, 
food safety and environment. The hierarchy of nodes for the issues is given at 
Appendix 7. The latter three issues, namely, innovation, food safety and environment, 
were subsequently interpreted in the context of the former two issues, i.e., strategies 
and relationships (which also provided the framework for presenting the results in 
Chapter 5, 6, and 7). 
4.9.3 Data displays 
Data display describes the ways in which the condensed data are displayed in 
diagrammatic, pictorial, or visual forms in order to show what those data imply 
(Coffey & Atkinson 1996). Documents and codes were explored, revised and refined 
using the document and node explorer feature in NVivo. NVivo also allows reports of 
documents or codes showing patterns of codes, statistics on coding of documents or 
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coding at nodes. The text, coding and attribute-based search tools in NVivo allowed 
searching for text patterns, and/or coding, and/or attributes values in the same search. 
Boolean and relational searches were also conducted using the search tool. The results 
could also be put into a hierarchical network display model to develop a visual 
representation. As an example, a visual display of the ‘supply chain relationships’ 
node is given at Appendix 8. 
4.9.4 Drawing conclusions 
Following Miles and Huberman (1994), the following procedure was used to draw 
conclusions: 
1. Noting patterns, themes and trends. 
2. Seeing plausibility: Do the trends, patterns and conclusions make sense? 
3. Clustering: Grouping events, places, people and processes together if they 
appear to have similar patterns or characteristics. 
4. Making metaphors: Metaphors are rich, data-reducing and pattern-making 
devices that help to connect data with theory. 
5. Making contrasts and comparisons: Establishing similarities and differences 
between and within data sets. 
6. Subsuming particulars into general: Linking specific data to general concepts 
and categories. 
7. Building a logical chain of evidence: Trying to understand trends and patterns 
through developing logical relationships. 
8. Making conceptual/theoretical coherence: Moving from data to constructs to 
theories through analysis and categorisation.  
The findings are presented in Chapters 5, 6, and 7. 
4.10 Trustworthiness 
In qualitative research, the concepts of credibility, dependability and transferability 
have been used to describe various aspects of trustworthiness (Guba & Lincoln 1994). 
Credibility deals with the focus of the research and refers to confidence in how well 
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data and processes of analysis address the intended focus. The first question 
concerning credibility arises when making a decision about the focus of the study, 
selection of context, participants and approach to gathering data (Graneheim & 
Lundman 2004). Choosing participants with various experiences increases the 
possibility of shedding light on the research question from a variety of aspects (Patton 
1987). In the current research, emphasis on multiple perspectives and the whole of 
supply chain focus contributed to a richer picture of the phenomena under study.  
Credibility of research findings also deals with how well categories and themes cover 
data, and how to judge similarities within and differences between categories. The 
current research presents representative quotations from the transcribed text which is 
one way to enhance credibility (Graneheim & Lundman 2004).  
Transferability, which refers to the extent to which findings can be transferred to other 
settings or groups, is enhanced by a  clear and distinct description of context, selection 
and characteristics of participants, as well as the data collection and process of 
analysis described in this chapter. The vigorous presentation of findings, through 
inclusion of appropriate quotations, also enhances the transferability. 
Dependability ‘seeks means for taking into account both factor instability and factors 
of phenomenal or design induced changes’ (Lincoln & Guba 1985, p. 299), that is, the 
degree to which data change over time and alterations made in researcher’s decisions 
during the analysis process (Graneheim & Lundman 2004). Findings are more 
dependable when they can be buttressed from several independent sources (Miles & 
Huberman 1994). Triangulation supports a finding by showing that independent 
measures of it agree with it, or at least, do not contradict it. Patton (1999; 2002) lists 
four kinds of triangulation which can contribute to the quality of analysis: (1) 
checking out the consistency of findings generated by different data collection 
methods, that is, methods triangulation; (2) examining consistency of different data 
sources within the same method, that is, triangulation of sources; (3) using multiple 
analysts to review findings, that is, analyst triangulation; and (4) using multiple 
perspectives or theories to interpret the data, that is theory/perspective triangulation.  
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In this enquiry, data and theory triangulation were adopted as check for 
trustworthiness. Comparisons were made between data collected from different 
sources such as interviews, feedback at the workshop, various documents such as 
companies’ financial and business reports, industry survey reports collected during 
different research stages, and published material available on research issues. 
Comparisons were also made between sets of research participants from different 
perspectives or points of view. 
The conceptual framework developed for analysis allowed examining and analysing 
research issues from different perspectives on business strategy and relationships. 
Different data analysis methods were used to (a) look for emergent themes, (b) use a 
theoretical framework to assist data interpretation, and (c) compare the results with 
the literature (Kelly 2001). Data were partially analysed during the collection process. 
This facilitated keeping the focus of the research and targeting the appropriate 
research participants for data collection. 
4.11 Data interpretation and results 
The conceptual framework developed in Chapter 3 provided the basis for data 
interpretation and presentation of results. The results presented in Chapters 5, 6, and 7 
follow the dyadic strategy – relationship framework, where the buyer – supplier 
dyads’ (in this research, the retailer – processor, processor – producer, producer – 
input provider) strategies and the influence of these strategies on their relationships 
are explored, answering the research questions articulated in Chapter 2. The 
discussion on dyadic strategies and relationships raises the issues for the conceptual 
framework, and these issues are then analysed and interpreted. The developing line of 
reasoning facilitates the adaptation of the conceptual framework and the model 
(Figure 3.5) in keeping with the research observations in the dairy-food supply chain. 
In the final chapter (Chapter 8), the conceptual framework and strategies and 
relationships at the supply chain level are discussed, and conclusions drawn. 
In keeping with the data triangulation strategy, significant secondary data are used to 
corroborate the primary data obtained during the semi-structured interviews with the 
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research participants. In Chapter 5, where the findings on retailers and processors are 
presented, information from the respective company annual reports, company policies 
published on their websites, various informal documents obtained during the 
interviews, reports in the industry journals, and articles in the financial and general 
media were used as secondary data. In many cases, however, very limited data were 
available in the public domain, especially for the unlisted and private companies. In 
such cases, the most recently available IBIS-reported information was used for 
analysis (IBISWorld Pty Ltd is a company providing business information).  
In Chapter 6, dealing with processors and producers, documents on milk supply 
contracts and payment schemes obtained from processors were used as a source of 
secondary data.  There was an issue of potential bias in the interviews with the 
producers, as most of the producer interviews were conducted between March 2002 
and February 2003. It was a time of widespread drought, with rising feed costs and 
fluctuating farmgate milk returns. Accordingly, most of the producers during 
interviews were concerned about adverse weather, uncertain farmgate milk prices, and 
rising input costs. Their outlook was often linked to the immediate problems facing 
them. To overcome the problem of not limiting the interview to the most immediate 
problems and to probe the issues further, the researcher spent more time, often 90-120 
minutes, with them during the interview. Access to their contractual arrangements 
with the processors and milk payment documents also provided valuable information. 
ABARE’s latest farm surveys and QDAS (Queensland Dairy Accounting Scheme) 
were a major source of secondary data related to the producers. The secondary data on 
producers also facilitated interpretation of results presented in Chapter 7, regarding 
producers and input providers (including capital providers). The company annual 
reports, policy documents and information brochures provided secondary data for the 
input/capital providers. 
Appropriate quotations presented in the results chapters enhance the credibility and 
transferability of the findings. However, care had to be taken to avoid direct 
identification of the interviewees given the relatively small number of players, 
especially in dairy processing and retailing, in Australia. Quotes have been attributed 
using general terms such as “Major retailer”, “Independent retailer”, “Niche 
processor”, “Producer”, “Feed supplier”, “Seed supplier”, “Fertiliser supplier”, 
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“Capital provider”, “Industry service provider”, and “Government service provider”. 
A full list of these terms is contained in Table 4.7. 
In the next three chapters (Chapters 5, 6, and 7), analysis and results of the research 
are presented, before the discussion and drawing of conclusions in Chapter 8. 
Strategies and Relationships in the Dairy-food Supply Chain: Options for Milk Producers in South-east Queensland 
 
 92 
Table 4.7: An explanation of the terms used to attribute quotes from the participants 
interviewed for the research 
Segment Company Participant Code 
Major retailer A a Major retailer Aa 
Major retailer B a Major retailer Ba 
Independent retailer C a Independent retailer Ca 
Retail 
Independent retailer D a Independent retailer Da 
Processor A a Processor Aa 
 b Processor Ab 
 c Processor Ac 
 d Processor Ad 
Processor B a Processor Ba 
 b Processor Bb 
 c Processor Bc 
 d Processor Bd 
Processor C a Processor Ca 
 b Processor Cb 
Processor D a Processor Da 
 b Processor Db 
Processor E a Processor Ea 
Processor 
 b Processor Eb 
Niche processor A a Niche processor Aa 
Niche processor B a Niche processor Ba 
Niche processor C a Niche processor Ca 
Niche processor 
Niche processor D a Niche processor Da 
Farm business supplying milk to  a Producer Aa 
processor A b Producer Ab 
 c Producer Ac 
 d Producer Ad 
Farm business supplying milk to  a Producer Ba 
processor B b Producer Bb 
 c Producer Bc 
Farm business supplying milk to  a Producer Ca 
processor C b Producer Cb 
 c Producer Cc 
Farm business supplying milk to  a Producer Da 
Milk production 
processor E B Producer Db 
Feed provider A a Feed supplier Aa 
Feed provider B a Feed supplier Ba 
Seed provider A a Seed supplier Aa 
Input provider 
Fertiliser provider A a Fertiliser supplier Aa 
Capital provider A a Capital provider Aa 
Capital provider B a Capital provider Bb 
Capital provider C a Capital provider Ca 
Capital provider 
Capital provider D a Capital provider Da 
Government service provider A a Government service provider Aa 
Government service provider B a Government service provider Ba 
Industry service provider C a Industry service provider Ca 
Industry service provider D a Industry service provider Da 
Service provider 
Industry service provider E a Industry service provider Ea 
Note:  Fonterra representative is not quoted and therefore not included in the above 
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Chapter 5 
Strategies and Relationships: 
Retailer – Processor Dyad 
5.1 Introduction 
The challenges facing the dairy-food supply chain have been brought about by factors 
and trends such as deregulation, and changing consumer and societal preferences 
(Chapter 2). The strategies developed at downstream level in the supply chain in 
response to those factors and trends have implications for the upstream chain 
participants. The developing strategies at various supply chain levels influence the 
inter-sectoral relationships in the supply chain. To understand the strategy – 
relationship interactions, the conceptual framework proposed an integrated approach 
for researching firm and supply chain strategies, incorporating capability-positioning 
perspectives, and relationships across businesses from a seemingly contradictory 
conflict – cooperation paradigm (Chapter 3).  
The strategies-relationships concept provides the framework (in Chapters 5, 6, and 7) 
for presenting the interpretations of findings, which, following the research methods 
(Chapter 4), were analysed  at an individual, convergent, dyadic and systemic level 
for each data set (Section 4.9).   
This chapter presents the findings on strategies and relationships within the retailer-
processor dyad. The discussion is divided into five sections. In the first two sections 
(Sections 5.2 and 5.3), the retailer and processor strategies, respectively, are discussed 
(answering Research Question 2a presented in Section 2.6). In the third section 
(Section 5.4), the conceptual issues in the retailer and processor strategies are 
identified and analysed. In the fourth section (Section 5.5), the implications of the 
retailer and processor strategies on their dyadic relationships are discussed (answering 
Research Question 3a presented in Section 2.6). In the last section (Section 5.6), the 
relationship findings are discussed in light of the proposed conceptual framework.  
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5.2 Retailer strategies 
The Australian grocery retail sector remains highly competitive. There is competition 
between two major retailers, Woolworths and Coles, resurgent independents supplied 
by wholesalers such as Foodland and Metcash, and recently established global food 
retailers such as Aldi and Pick n’ Pay. There is also competition between different 
retail channels such as supermarkets, the convenience sector, and the fast growing 
food service sector.  
“There are new entries in the market each year; we have seen Aldi, Action, Pick 
n’ Pay, strong resurgence from independents … the market is only getting more 
competitive….” (Major retailer Ba) 
The competition is especially intense in the fresh food segment which is characterized 
by a commodity orientation, high spoilage rates, and stringent regulations, such as 
HACCP, on the sale of fresh produce (Spencer 2004a).  
“…we were making 10% (retail margin) out of milk, and a lot of work, and 
public liability, spillage….” (Major retailer Aa) 
The cost of doing retail business in Australia is high in comparison with the United 
States and European grocery retail trade (Figure 5.1). This is due to the comparative 
lack of economies of scale, and the logistics involved in servicing a relatively small 
and scattered population.  Therefore, even though the gross profit margins are 
comparatively higher, the retail margins remain low in comparison with the retail 
trade in the USA and Europe. The Australian grocery retail sector operates on less 
than 4% retail margins (EBIT to sales %) indicating lower operating profitability 
(Figure 5.2). (Explanation of financial ratios is given in Appendix 9 – Glossary of 
Terms.)6 
The major retailers and the wholesaler controlled chains are publicly listed; therefore 
competition for investor dollar and sentiment is intense. To generate an above normal 
                                                 
6 The financial ratios were used as secondary data to back-up the assertions made in the thesis. 
Wherever possible the company reported financial figures were used. Where company figures were 
not reported for specific financial ratios, the formulas, as explained in Appendix 9 – Glossary of 
terms, were used for calculations. 
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return on the invested dollar, retailers have focused on a two pronged strategy: (a) to 
increase market share, and (b) to lower the costs of doing business. 
Figure 5.1: Cost of doing business and gross profit margin of major retailers in 
Australia and Overseas  
Notes: Data averaged over three years (2001-2003) (% of sales). 
 WW – Woolworths (Australia), Wmart – Wal-Mart (USA), Kr – Kroger (USA), Alb – 
Albertsons (USA), Car – Carrefour (France). Coles does not report cost of doing business. 
Source: Spencer (2004a) 
 
 
Figure 5.2: EBIT to Sales (%) of major retailers in Australia and Overseas 
Note: Data are averaged over three years (2001-2003). 
Source: Companies’ annual reports. Wal-Mart is as of Jan 31 2002 to Jan 31 2004. 
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5.2.1 Increase market share 
Retailers have employed a range of strategies to increase market share. These include 
consolidation, distinct image and retail offering, loyalty strategies, and pricing.  
Consolidation 
The Australian retail sector has concentrated around major retailers and groupings of 
independent retailers. As indicated in Chapter 2, Coles and Woolworths together hold 
62% of the grocery market share. The independent retailers have also consolidated 
under four banner groups holding another 22% of the market share. However, the 
retailers have consolidated in different ways. The Woolworths group, which started in 
supermarket retailing, is now expanding fast in non-food items including liquor, basic 
clothing, cosmetics, toiletries, hardware, house ware, pharmaceuticals, and soft goods. 
It is doing this through its Big W chain and the addition and expansion of larger 
departments specializing in these product groups in its supermarkets. Woolworths’ 
group focuses on pursuing a high volume everyday need strategy.  
Coles Myer is a high volume, low-margin retailer of everyday needs through its 
supermarkets, Kmart and Target chains, and separately operates a mix of specialty 
outlets including Megamart (household appliances), Officeworks (stationary), and 
conventional department stores (Myer-Grace Bros). These two types of retailing 
require different retailing skills and different corporate and marketing strategies, and 
Coles maintains separate and independent organizational structures for them. The 
strategy of straddling both basic needs and speciality retailing seems to have impeded 
the ability to generate retail margins comparable to Woolworths (Figure 5.2). While 
Coles ‘Food and Liquor’ group compares well with Woolworths, the other divisions 
(Figure 5.3) are dragging down the Coles Myer groups overall margins as well as 
returns (Figure 5.4) (Woolworths high ROE can be attributed its higher financial 
leverage, indicating greater reliance on debt financing). 
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Figure 5.3: Coles EBIT to sales (%) for the different business entities 
* emerging businesses includes e.colesmyer.com. 
Note: Data are three year averages (2001-2003). 
Source: Company’s annual reports. 
 
 
Figure 5.4: Woolworths and Coles Return on Investment (ROI) and Return on Equity 
(ROE), compared with international retailers 
Notes: Wal-Mart is as of Jan 31 2002 to Jan 31 2004. 
 Data are three year averages (2001-2003). 
Source: Companies’ annual reports. 
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and Consumer Commission 1999). In recent years, the independent retail sector has 
consolidated under four independent retail groups, Metcash (under IGA), Foodworks, 
AUR, and United Star. The latter three groups were formed as recently as 2002 
(Retail World 2002f). The dynamics of the grocery retail sector, with new formats 
being developed by the larger retail chains (such as “Express” stores or business 
arrangements with fuel stations), and wholesaler led ‘chains’ of independent retailers 
are blurring the boundaries based on trading formats.  
Consolidation, however, is only a part of the strategy to increase market share. 
Eventually it is the end-customer who generates revenue, and the major thrust of the 
retailer strategy is to give the customer a sense of value.  
Distinct retail offering 
To give the customer a sense of value in the market place, a retail offer has to be 
sufficiently distinctive to attract consumers and encourage them to be loyal to a 
company’s store. Customer loyalty is an especially challenging task. Most consumers 
rotate between a suite of retail stores (Retail World 2002d). For example only 10% of 
Woolworths shoppers shop only at Woolworths, whereas 50% shop at Woolworths, 
Coles and other supermarkets. 
Retailers have taken different approaches for attracting customer loyalty. However, 
most of these strategies are imitated by the competition. Examples of loyalty 
strategies include fuel discounts, store cards, in-store banking services, and loyalty 
reward schemes. Fuel discounts were a key strategy of Woolworths and a driver of its 
revenue growth during much of the early 2000s. Coles and other retailers, however, 
caught up in 2004, when Woolworths’ strategy was losing its edge (Retail World 
2003d; Wood 2004). 
The retailers also try to distinguish themselves through their product range policy.  
“We overtrade a little bit in single and older customers, (the other major 
retailer) have a slightly higher mix of families…It also has to do with the range, 
they don’t carry the same range of milk or dairy products that we carry.” 
 (Major retailer Ba) 
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Sometimes the product range policy is also influenced by the retailer’s interpretation 
of the consumer market trends. 
“(Organic is) a small percentage of the market… Australians are fairly content 
with our products… there is future (in organic products), but they are a small 
market.” (Major retailer Aa) 
“(Organic)  is certainly a growth area, we get customer enquiries every month 
asking about organics  …so we see it as a growing trend, and particularly as 
Australia has an increasingly aging population base. The investment that 
suppliers put into organics is going to pay dividends in the next one or two 
decades.” (Major retailer Ba) 
The distinction in the retail offering is also made through the image of the retailer 
with Woolworths being the ‘Fresh Food People’, while Coles gives promise of 
‘Serving You Better’. Independent retailers differentiate themselves from the major 
retailers by leveraging the ‘local’ factor and projecting themselves as part of the 
community. IGA presents a local, community image and independence from large 
chains with ‘It’s your IGA’ and ‘See what independence brings you’.  
“We are targeted as a community based retailer, our advertising features actual 
store owners…We have a community chest, each store takes a portion out of 
certain products and …it actually goes back to the  charities. So there is lot we 
are trying to put back into communities via the stores. And the stores (owners) 
get recognition and possibly customer loyalty.” (Independent retailer Ca) 
While the above strategies are important and are ongoing, in recent years it has been 
the pricing strategy which is seen as having most influence on market share. Price, or 
‘value for money’, is a major indicator for comparison between the retailers in the 
shopper’s mind. 
Pricing as the key retail strategy 
“We are buying agents on behalf of the customer, we deliver better price to the 
customer.” (Major retailer Aa) 
Promotional pricing (referred to as ‘Hi-Lo’) has conventionally been used to drive 
market share growth and maintenance in a category through periodic discounting. 
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Major retailers in recent years have moved to a strategy of consistent lower prices on 
key lines, known as an EDLP (Every Day Low Price) strategy. Woolworths promotes 
‘everyday low prices’, while Coles refers to it as ‘save everyday’. The global leader in 
the EDLP strategy is the US retail giant Wal-Mart. It effectively used EDLP strategy 
(with the slogan ‘Always low price. Always.’) to outgrow other retailers such as Sears 
and Kmart in the US. In Australia, Aldi, a new entrant has a clear EDLP strategy. It 
achieves it through stocking only a limited number of private label brands. Customers 
pay for their shopping bags and a refundable fee to get a shopping trolley. Aldi only 
employs permanent employees on above-average pay rates and trains them to 
undertake multiple in-store tasks. It has extremely low incidences of out-of-stocks 
with an emphasis on supplier relationships through payment within a guaranteed time 
and simplified trading terms with no rebates, discounts, or listing allowances (Retail 
World 2002e).  
“…as we see Aldi move up and down the eastern sea board, private label is 
going to become more important because it is price driven.” (Retailer Ba) 
Private label 
Private label is an important concept within the EDLP strategy, which involves 
tendering, low cost purchasing, net cost invoicing, and an optimum range of products 
and services. It has been especially important in the development of the dairy 
category. The dairy case, and especially milk, has provided the most important thrust 
in retailers’ private label growth (ACNielsen 2002c). The dairy category or dairy case 
(including milk, cheese, yoghurt, and dairy desserts) is referred to as a ‘destination’ 
category, i.e., a ‘must-buy’ product category due to its staple nature. This category 
draws a customer to a store.  The dairy category contributes 11-14% of food grocery 
sales of major chains, and is amongst the fastest growing categories.  
“… dairy and freezer are the top two or three growth areas. Customers are 
looking for fresher products; we see continuing development of new lines of 
products and innovation which by default will bring more customers into this 
market. We will see it becoming more competitive from the pricing perspective 
and we will see the dairy freezer have more share within the supermarket 
business.” (Major retailer Ba) 
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However, all product lines within the dairy category do not grow at the same rate. 
Strongest growth has come from the yoghurt, dairy desserts and cheese segments in 
recent years (ACNielsen 2002a).  
Use of private label has been a dominant factor in retailer strategy in the dairy 
category, especially for milk and commodity cheeses. There have been, however, 
differences between major retailers in relative emphasis on private label compared 
with proprietary labels. While one major retailer representative put more emphasis on 
private label, the other gave importance to partnership with processors in promoting 
proprietary labels as the strategic focus.  
“Our focus is now on (private) brand milk, which is our own home brand and 
that makes it easier to manage for us, playing with less brands. (As) we have got 
just one brand, we bring (buy) it as efficiently as possible and of course at the 
best price. We retail it at a good price as well.” (Major retailer Aa) 
“The (proprietary) brands are going to be our competitive advantage if our 
competitors don’t stock them. So we are working with Pauls, Dairy Farmers, 
National Foods in building sustainability into their brands, I think in the long 
term, say 2010, they will provide (us with)  good competitive advantage.” 
 “...in commodity categories we are happy to have competitive arrangements.” 
 (Major retailer Ba) 
Retailers pursue private labels to gain ownership of the brand and the potential for 
generating higher margins. Private label helps the retailer to establish a national brand 
presence, and enables more control of the product movement. The tender 
specifications provide scope for regulating suppliers on quality, price and other 
specifications. Retailers acknowledge the inherent risks in the price focus of the 
private label strategy. An aggressive price focus may compromise supplier viability 
and product quality.  
“The commercial risk is that if we get too greedy, too hungry and send them (the 
suppliers) broke. Or ask them to do something that compromises quality which 
we shouldn’t do.” (Major retailer Aa) 
These risks could also eventually squeeze retail profit margins. As a result, the private 
label concept has also undergone a change in recent years. From a lower priced, good 
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value initial position of private label products, retailers are now looking for new and 
innovative products for their private label as part of a strategy to build a corporate 
image associated with high quality and innovation. Woolworths have ‘Woolworths’ 
brand in addition to the lower priced ‘Homebrand’. Coles has ‘Farmland’ in the food 
products category in addition to its lower priced ‘Savings’ brand. 
“We have chosen the (corporate) brand and not the (generic) brand...we put the 
(corporate) brand on the products which are quality and (have) freshness.” 
  (Major retailer Aa) 
Even with major emphasis on the private label, the proprietary labels do retain a place 
where the private label does not perform, i.e., differentiated, value-added categories 
where demand is less price sensitive.  
“A (proprietary) brand should be on our shelves only if it provides a difference 
to something else that we have. It should have a standard volume (of sale), or we 
can do with the (private) brand.” (Major retailer Aa) 
Sales figures reveal that while private label dominates in the whole milk segment, 
proprietary labels remain dominant in the modified milk segments (Figure 5.5). 
Similarly, while private labels have 15% share in the block cheese category, the share 
is miniscule in the gourmet cheese and yoghurt segments (Figure 5.6). But, as stated 
in Section 2.3, the milk segment dominates the dairy category with more than 40% 
share of value, with the cheese segment in second place with 28%. Within these two 
segments whole milk has about 44% share of value in the milk segment whereas 
block cheese constitutes 42% value in the cheese segment. The importance of private 
label is also reflected in the fact that Woolworths has 220 million litres a year in a 
private label milk contract, valued at $300 million, and this is one of the largest single 
grocery contracts in Australia (Mitchell 2004a). In a survey conducted by ACNielsen 
in 36 countries, including Australia, flavoured milk drinks and drinking yoghurts were 
amongst the ten fastest growing private label segments, with an emerging trend of 
‘premium’ private labels (Retail World 2003e). The retailers’ private label strategy in 
the dairy category has enormous implications for the processors; these implications 
are discussed further under processor strategies.  
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Figure 5.5: Market share of retail milk sales as private label and proprietary labels 
(2002-03) 
Source: Dairy Australia (2003c) 
 
 
Figure 5.6: Market share of retail cheese and yoghurt sales as private and proprietary 
labels (2002-03) 
Source: Retail World (2003g) 
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well as administrative costs and stock levels. Its inventory replenishment program has 
helped it achieve substantial reductions in supermarket inventory levels (Figure 5.7). 
Figure 5.7: The major retailers’ average age of inventory in 2003  
Note: Wal-Mart is as of 31January 2004. 
Source: Companies’ annual reports 
Coles and Metcash are also experimenting with rationalisation and simplified 
operations and systems in their distribution centres. While Coles does not report on 
their cost of doing business, both Woolworths and Metcash have reported consistent 
reductions in their costs of doing business in recent years. 
While these cost reductions are on-going, emphasis is also shifting to logistically 
driven ‘end-to-end’ supply chain improvement programs.  
“We see supply chain as the next big area where there are cost efficiencies.” 
 (Major retailer Ba) 
“My understanding of the supply chain is ... where retailers will get involved 
from the farmgate to the (supermarket) checkout.” (Major retailer Aa) 
Facilitated by increasing dominance of private label sales, retailers are implementing 
their cost efficiency agenda by taking control of the product movements from the 
processor to the retailer.  
“Our (supply chain management) strategy is to reduce costs and to improve 
efficiency. We are investing over a billion dollars on technology in supply chain 
efficiencies, and one of the components is handling of milk. We are seriously 
looking at it ... speed, refrigeration, branding, price, number of deliveries, 
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number of hours it sits outside of the cold room...changing its packaging, putting 
it on wheels...it is actually challenging whatever we do...” (Major retailer Aa) 
Coles and Woolworths are radically overhauling their supply chain systems in a bid to 
cut the costs of stock handling, particularly the final 15 to 20 metres, which are 
usually the most expensive in the process in all product categories. With regards to 
milk movement in store, various systems are being trialled such as roll-cages, trolleys, 
pallets, automatic systems of filling display, wheeling, dedicated and separate areas 
within supermarkets for the ‘dairy case’. Such systems are designed for one-touch use 
and will enable retailers to unload fully laden units from trucks onto the dock, and in 
some cases, wheel them directly into position in-store negating the need for un-
stacking and restacking product onto conventional shelves. However, an introduction 
of such systems involves capital investment not only at the retailer’s end, but also at 
the processor’s end. For example, an introduction of roll-cages and trolleys would 
cost a processor between $5 million and $10 million per plant (Mitchell 2004a, 
2004d). Processors have to weigh the benefits of winning the private label contract 
against the capital costs involved in fulfilling the contract. Furthermore, retailers are 
also pursuing processors for a share in the cost savings that processors may accrue as 
a result of these modifications. The end-to-end supply chain efficiency agenda has 
significant implications for the relationship aspects between the retailers and the 
processors, as discussed in detail in Section 5.5.  
Retailers often use suppliers’ funds to cover a significant part of their working capital 
needs. These include allowances such as a warehouse allowance where suppliers 
compensate the retailers for distributing their products through their distribution 
system, volume discounts where suppliers provide incentives to retailers for 
purchasing a certain volume of merchandise, promotional allowances where suppliers 
may provide funds for specific programs including special promotions, specific 
advertising, and new product lines. In recent years, retailers and suppliers have opted 
for a simplification of the terms of trade whereby all price and term adjustments are 
combined into a single percentage adjustment to listed gross price. This is preferred, 
as it simplifies the administration for both retailer and supplier in terms of accounting 
for transactions and volume or promotional adjustments. Independent retailers, 
however, have alleged price discrimination, as major retailers with their larger 
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volumes can get better incentives (Australian Competition and Consumer 
Commission 2002; The Trade Practices Act Review Committee 2003). As this also is 
a relationship issue, it is further developed in Section 5.5. 
Retailer strategy focuses on a two pronged approach of increasing their market share 
and reducing their costs of doing business. Consolidation of the retail industry and 
various measures aimed at giving the customer a sense of value, and in particular 
lower prices, were the two key aspects of increasing market share. To reduce the costs 
of doing business, retailers are rationalising their own operations and influencing 
developments along the entire supply chain to eliminate cost inefficiencies. They are 
facilitated in doing this through being a dominant market channel for the processors. 
The next section discusses the processor strategies in an environment of increasing 
retailer dominance in the supply chain. 
5.3 Processor strategies 
An increasing private label market share and decreasing margins in the supply chain 
posed a threat to the processors forcing them to work on lowering manufacturing 
costs; however, they also presented an opportunity to develop closer relationships 
with the retailers, developing a distribution platform to service retailers’ national 
supply requirements, and to use that distribution channel to expand into new markets.  
The four processors contributing to this research presented an interesting variety of 
strategic approaches (although there were many common strands in their approach). 
The processor strategies relevant to the retailer – processor dyad are discussed under 
the following headings: 
• Market positioning  
• Strengthening brand portfolio 
• Multifunctional linkages with the retailers 
• Greater operational efficiency 
• Processors’ financial performance 
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(The security of milk supply is also an important strategy of the processors. It is 
discussed in detail in Chapter 6.) 
Market positioning 
Of the four processors in this present research, National Foods is the only publicly 
listed company and the only processor with presence in all states in Australia. 
Parmalat is a private company with presence on the east coast. Dairy Farmers is a 
cooperative with presence mainly on the east coast, while Norco is a small 
cooperative with presence in south-eastern Queensland and northern NSW.  
National Foods and Parmalat focus on consumer branded products with limited dairy 
commodity manufacturing, such as milk powder. Dairy Farmers and Norco have 
exposure to both consumer branded products as well as dairy commodities. This is 
because, while National Foods and Parmalat are able to target their milk intake to 
meet precisely their requirements for branded product manufacture, Dairy Farmers 
and Norco have a cooperative makeup and expectations that they will operate as 
takers of all milk from member suppliers. All four processors, however, use milk 
required to manufacture commodities as a buffer to balance the milk intake and the 
milk required for branded product manufacture. The implications of the processor 
milk intake strategies are discussed in detail in Chapter 6. 
National Foods has aggressively pursued the strategy of being the market leader in 
most of the product lines it produces (Table 5.1). It either leads the market or has 
significant market share in dairy segments including milk, gourmet cheese, dairy 
desserts and yoghurt. All of these segments, barring milk, are amongst the fastest 
growing in the food retail trade. National Foods is also trying to be a ‘food’ company 
with presence in ‘non-dairy’ products such as soy beverages (considered a substitute 
for milk), and seafood products.  
Parmalat on the other hand has focused on the ‘beverages’ and fresh dairy products. It 
has significant market share in the proprietary label milk market, and presents the 
widest range with whole milk, modified and speciality milk, flavoured milk and 
organic milk in its product portfolio.  It launched into soy beverages in 2002 and 
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attained a sizeable market share quickly. It also launched a juice drink range in 2003. 
Parmalat also has a sizeable share in the growing yoghurt segment. 
Dairy Farmers has presence in all segments of the dairy category. While it had market 
leading presence in the growing yoghurt segment in 2003, it also had a significant 
share in commodity cheese, a low margin product. Recently it has been trying to grow 
its presence in the more lucrative gourmet cheese segment.  Though Dairy Farmers 
dominates in the yoghurt market and National Foods in the yoghurt, soy beverages 
and dairy desserts markets, a significant market share is due to the foreign owned 
brands licensed by these processors, such as Yoplait, Vitasoy, Danone, and Ski.  
Norco has a small brand presence in the ice cream segment with a share of 0.6%. It 
has opted for a joint venture route to place its milk in the highest value milk channels, 
i.e., proprietary label, with a 50:50 partnership with Parmalat for packaged milk, 
cream, custards and yoghurts. It also has an equal partner joint venture with Fast 
Freeze Australia to manufacture frozen cream, a specially formulated and processed 
cream suitable for specialty food manufacture. Norco does substantial third party ice-
Table 5.1: Product portfolio of different companies in 2003 and market share in value 
(%) 
Company
Category 
National Foods Dairy Farmers Parmalat 
Overall milk segment Market leader 
(42) 
Significant share 
(22) 
Significant share 
(18) 
Proprietary label milk Market leader  
(19.3) 
Sizeable share  
(11.9) 
Significant share  
(16.8) 
Overall cheese 
segment 
Small share 
(3.3) 
Significant share  
(17.4) 
-- 
 
Gourmet cheese Significant share 
 (19.3) 
Small share  
(2.6) 
Very small share 
Dairy desserts* Market leader  
(64.1) 
Small share  
(2.3) 
Small share  
(3.3) 
Yoghurt Significant share 
 (28.9) 
Market leader  
(31.1) 
Sizeable share  
(10.7) 
Soy beverages Significant share 
(14.0) 
Insignificant share Sizeable share 
(11.1) 
Juice No presence No presence Very small share 
Note: * Figures for 2002 
Source: Retail World (2002d; 2003g), Whitehall Associates (2003a)  
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cream packaging, i.e., manufacturing and packing ice-cream for retailers, Streets, Sara 
Lee, and Baskin Robbins.  
Strengthening brand portfolio 
The proliferation of private label brands in the milk segment posed a threat to the 
processors. The threat was especially serious as many retailers began planning to 
extend private label brands into the ‘value added’ segments such as modified milk and 
flavoured milk.  
“We wouldn’t leave them away (modified and speciality milks). We would go 
(get into the market segments) where there is volume and … where we can tender 
our volume…”  (Major retailer Aa) 
Processors were concerned that the proprietary brands may become irrelevant, and 
processors might be reduced to just suppliers of milk to the supermarkets.  
“(The risk is that) the (proprietary) brands will be irrelevant and we will be just 
trading in milk supply to the supermarkets. And once you lose control of your 
brand, the supermarkets can just pick and choose who they want to supply 
them.” (Processor Aa) 
 “…since the coming of Aldi in Australia, house brands have become a  more 
focused area (for the retailers), and unless some of the proprietary brands on 
show maintain their market relativity to the customer, some of those brands may 
find themselves under pressure.” (Retailer Ba) 
Processors have responded in different ways to the increasing private label share in 
the milk segment. National Foods and Dairy Farmers both bid aggressively for the 
private label tenders, and each holds a substantial share of the private label milk 
market (Table 5.2). Parmalat on the other hand has primarily focused on the 
proprietary label segment of the market only, with a limited volume of milk used to 
package private label products, suggesting a proprietary label focus of their strategy. 
Another reason for this could be their lack of an extensive distribution network in 
NSW until 2002. Therefore Parmalat would not have been able to service the national 
distribution requirements of the Woolworths tender. Norco does not have sufficient 
milk volumes to service the tender requirements of the big retailers; however, it does 
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package milk for other processors such as National Foods. This helps Norco to 
dispose of its surplus milk rather than convert it to a commodity, while it also helps 
National Foods fulfil its contractual obligations.  
While private label presence posed a threat to the processors, some processors used 
private label contracts to facilitate establishment and development of important 
trading relationships with the retailers.  
“It is part of the arrangements with Woolworths that they will expand the 
presence of National brands as a part of the contract for supplying home brand 
milk.” (Processor Eb) 
Servicing private label contracts also helped generate cash, provided throughput to 
cover fixed costs in an environment of processing overcapacity, and provided a 
platform to develop distribution channels. However, processors remain cautious in 
relying too heavily on private label milk to achieve their plant throughput.  
“We are currently working out a strategy on what percentage we should have of 
house (private) brand with our own labels. (Retailer’s) house (private) brands 
Table 5.2: Processors holding retailers’ private label contracts in 2004 
Retailer Processor 
Woolworths 
(National contract totalling 230 million litres/annum) 
National Foods 
Coles 
(State-wise contracts totalling 200 million litres/annum) 
 
Queensland 
New South Wales 
Victoria 
South Australia 
Western Australia 
Tasmania 
Parmalat 
Dairy Farmers 
Parmalat 
Dairy Farmers 
National Foods 
National Foods 
IGA 
(State-wise contracts totalling 20-23 million litres/annum) 
 
Queensland 
New South Wales 
Victoria 
South Australia 
Dairy Farmers 
Dairy Farmers 
National Foods 
National Foods 
Note: Parmalat lost its private label contract for IGA Queensland to Dairy Farmers and for IGA 
Victoria to National Foods in 2003. However, as an indication of renewed emphasis, it won 
the Coles Queensland contract from Dairy Farmers in mid-2004. 
Source: (Mitchell 2004b; The Sydney Morning Herald 2004; Whitehall Associates 2003a) 
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give critical mass but (proprietary) labels we own. The higher the house brand, 
the more at risk you are.” (Processor Ba) 
Processors conceded that because it is a commodity, the future for milk is 
predominantly as a private label product. As a countermeasure, both National Foods 
and Dairy Farmers launched their own discount brand of fresh milk in 2003-2004. 
Parmalat was under the biggest threat from private label sales as it focuses on the 
higher value proprietary segments of the milk market. Consequently Parmalat has 
shifted its focus to a wider beverages segment as mentioned previously.  
“(We) will not just concentrate on milk, but beverages...It is the old butter and 
margarine thing, instead we are in a spreads market. Similarly we will be in a 
beverage market.” (Processor Bc) 
“We see it (organic) as a niche area, as a development of a category... And there 
is also some protection in it, because it is a niche value added market. So if you 
market it well, you can influence the price as it is not served by house brands.” 
 (Processor Ba) 
Parmalat is expanding its core brands ‘Parmalat’ and ‘Santal’ and invests heavily, at 
the parent company level, in R&D capabilities to support the increased sales of 
functional foods and other differentiated food products. A local ‘World Products 
Division’ was launched in 2003 to facilitate adaptation in Australia of R&D 
capabilities available at the parent company level.  
“Positioning is very important and we position ourselves as market leaders in 
value added modified food products. To do that you need competitive advantage 
and need investment in research & development and marketing...” (Processor Ba) 
Dairy Farmers on the other hand focussed on expanding its brand presence in growing 
segments such as yoghurts. It acquired the licence to manufacture Danone brand 
yoghurt in 1999. Dairy Farmers also renewed its licence of Ski brand yoghurt and 
launched drinking yoghurts under Ski and Danone brands in 2002.  
The route trade remains an important channel for dairy products, and processors have 
made a concerted effort to grow in this area. Dairy Farmers was also exploring 
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opportunities in the food service sector, one of the fastest growing sectors, and export 
markets.    
“I think what we have got to do is to keep a  certain amount of power in channels 
apart from the supermarket channel...(one way) is to look for new channels, we 
are installing some vending machines at a few places...”  (Processor Ac) 
“Food services are a very big channel for us. So we are all looking at 
McDonalds, Pizza Hut, and Domino’s. They are a very important part of our 
business. We have to make sure that we are servicing their needs promptly.” 
 (Processor Aa) 
National Foods aggressively expanded into the yoghurt, dairy desserts, modified milk 
and soy beverages segments. National Foods formed a joint venture with Vitasoy in 
2000 to acquire a significant share in the soy beverage market. Its acquisition of King 
Island Company in 2002 gave it a significant share in the gourmet cheese market. 
National Foods also acquired the Big M flavoured milk brand in 2001, enabling it to 
be a market leader in the flavoured milk segment. It also consolidated its alliance with 
Yoplait to launch probiotic drinks in 2003.  
Processors were focusing on their cluster of offerings and moving out of the non-
focus areas. Parmalat opted out of commodity cheeses in 2002, National Foods exited 
the juice segment in 1999, while Dairy Farmers decided in 2002 to withdraw from the 
ice cream segment.  
To develop their product and brand portfolios, processors need to gauge consumer 
sentiment and market developments, including their competitors’ moves. 
Accordingly, they also invested significantly in information tracking systems. 
“We buy enormous amounts of market data from Aztec, AC Nielsen... We spent 
one and a half million dollars (in 2002) tracking market information, plus we 
have customers’ inputs, general market trends...” (Processor Aa) 
Processors have also sought to gain market share by expanding into different states. 
Parmalat launched its white milk in South Australia in 2002 and strengthened its 
presence in NSW. National Foods established its presence in Queensland in 1999, 
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while Dairy Farmers was developing its infrastructure in Queensland and Victoria 
during 2000-01 in order to expand market share. 
However, while processors competed intensely for market share, there were also 
many instances of alliances between them. These alliances are discussed in Section 
5.5.  
Multifunctional linkages with the major retailers 
While expanding and strengthening their brands was a priority for the processors, they 
were aware of the market opportunities offered through closer linkages with retailers. 
Consequently there was a fundamental shift in the business relationship between the 
processors and the retailers, with the forming of multi-functional linkages and gearing 
of business structures to meet with the major retail needs. Business unit managers 
from the processors were put at the respective supermarkets to assist in shaping the 
customer’s view of the category and its future development. 
“We now have our employees actually working in Coles and Woolworths. So we 
are asking about their demand creation, we see their forecasts before anybody 
else, these people can check for any problems. These are not cash or structural 
investments but HR investments. We are changing the way we operate our 
business.” (Processor Aa) 
Relationship building is seen as critical to shape the retailer’s view on a shared 
business strategy. The milk processing companies are striving to achieve the level of 
service and professionalism which retailers now expect from translational fast moving 
consumer goods (FMCG) companies. 
“The market is getting a lot more professional, and that is the approach we 
never used to have. We have got to be sure that we match that or in fact lead 
that. Professional in the sense that there has to be strategic planning, in our 
terms it means that we are going to present a business plan to the retailer 
explaining how he is going to make a profit on our product rather than just 
selling him a product.”  (Processor Db) 
The developing multi-functional linkages between retailers and processors and the 
relationship implications are discussed further in Section 5.5. 
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Cost efficiency in operations 
With ‘squeezed’ margins in the supply chain, processors saw cost efficiency as a way 
to lift margins and profit growth. National Foods consolidated and refined its milk 
logistics operations and streamlined its milk supplies. It achieved operational 
productivity gains of 21% in 2003 over the previous year. Dairy Farmers streamlined 
its organisational structure by integrating its manufacturing, processing and logistics 
operations to standardise processes across the business, and improve its cost position 
by reduction of waste. Its marketing, selling and product development activities were 
also brought together under one umbrella to achieve a lower cost approach. Dairy 
Farmers achieved cost reductions in its manufacturing and logistics division by 
implementing SAP information systems, which enable streamlining of supply chain 
operations from procurement to the market.  
Working on the principle of ‘fix it, sell it, or close it’ National Foods rationalised its 
cheese processing from seven manufacturing plants in 2002 to four in 2004. Parmalat 
closed its Monto and Mackay processing plants, while Norco closed its cheese factory 
at Lismore in 2001. Dairy Farmers upgraded its Booval and Clarence Garden liquid 
milk plants with processing and logistics improvements in 2002, and closed its 
Tamworth factory in 2003.  
Processors were also restructuring their businesses to achieve cost efficiencies. 
National Foods in 2004 was reviewing options for reducing costs in logistics, 
particularly in the transport of fresh milk to customers and route trade. Distribution 
and warehousing represented about 10% of its annual cost base of $1 billion, and a 
one per cent reduction in costs would boost National Foods’ pre-tax profits by about 
20% and net profits by 14% (Mitchell 2003c). Similarly, Dairy Farmers in 2003 
planned to halve its 750 franchised distributors, encouraging many to take multiple 
runs and become more efficient (Mitchell 2003d). 
Electronic information sharing was enhanced to create a more responsive, efficient 
and paperless transactional environment. Dairy Farmers implemented EANnet in 
2002, a tool that enabled it to synchronise data on products and pricing with its major 
retail customers. National Foods introduced electronic direct store delivery (eDSD) 
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which allowed Woolworths to order milk direct from National Foods without the need 
for paper invoicing. Parmalat also implemented PDS, a computer-based invoicing 
system. 
Processors’ financial performance 
National Foods has delivered the best overall business results of the selected cases 
(Figure 5.8 & 5.9). Being a listed company, it competes for investor capital. Its focus 
on market leadership in branded products, and on being the lowest cost milk processor 
in the domestic industry, has contributed to its better performance. National Foods 
also compares favourably in its EBIT as per cent of sales analysis with two other 
listed overseas companies, Dairy Crest in the UK and Dean Foods in the US. 
Figure 5.8: EBIT as per cent of sales for selected Australian and overseas milk 
processors 
Note: Data are three year averages (2001-2003). Parmalat average is from 2002-2003. 
Source: Companies’ annual and IBISWorld Pty Ltd (2003; 2004) reports 
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Figure 5.9: Return on investments (ROI) and return on equity (ROE) for the selected 
processors 
Note:  Data are three year averages (2001-2003) 
Source: Companies’ annual and IBISWorld Pty Ltd (2003; 2004) reports 
Parmalat on the other hand showed the lowest operating profit margins and a negative 
return on investments and shareholders’ equity. It is difficult to comment on Parmalat 
Australia’s performance given that very limited public data is available. In Chapter 2, 
the insolvency of Parmalat Finanziaria SpA, the parent company and 100% 
shareholder of Parmalat Australia, was discussed. Parmalat Australia was reporting a 
loss of $165 million 2003, despite a 13% growth in earnings before interest, tax, 
depreciation, and amortisation, and 3% rise in revenues over the previous year. The 
company had a heavy debt burden (Figure 5.10). With most of the shareholders’ funds 
written off in 2003, the company was being financed mainly through debt. Parmalat 
had to write off $190 million in loans to the parent and non-Australian members of 
the group. At the time of acquisition in 1998, Parmalat Finanziaria had publicly 
maintained that its investments in Australian operations were strategic as Australia 
provides it with an export platform for emerging Asian countries. However, in 2004, 
Parmalat Australia was announcing winding down of its operations in Indonesia and 
Vietnam, and had sold off its operations in Thailand (Clegg 2002; Evans 2003; 
Jackson 2002; Mitchell 2004e, 2004c; O'Grady 2004; Sykes 2004).  
Parmalat Australia was hoping to lift its performance in Australia by focussing on the 
value added dairy-food segment, expanding several brands from their home bases in 
Queensland and Victoria into the NSW market, and by incremental gains in its cost-
-15
-10
-5
0
5
10
15
20
National
Foods
Dairy
Farmers
Parmalat Norco
(%
) ROE
ROI
Strategies and Relationships in the Dairy-food Supply Chain: Options for Milk Producers in South-east Queensland 
 
 
 
117
cutting efforts. The administrators of the parent company had also announced 
retaining Australia within the restructured group as one of the key operations. 
Norco has been able to post comparatively better returns through its strategy of 
placing milk in the high value milk channels through joint ventures. With relatively 
small volumes of milk to handle, it was able to place 50% of its milk in proprietary 
brand fluid milk and milk products in 2002, with the rest being distributed for ice 
cream, frozen cream and commodity manufacture.  
Figure 5.10: Ratio of interest bearing debt to shareholder funds in selected milk 
processing businesses 
Note: Figures are for 2003. Parmalat figures are for 2002. Most of the parent company’s (Parmalat 
Finanziaria) equity in Parmalat Australia was written off in 2003, with Parmalat Australia 
mainly financed through debt. 
Source: Companies’ annual and IBISWorld Pty Ltd (2003; 2004) reports 
Dairy Farmers operating profit margins were comparable to Norco. Its financial 
results have improved considerably in recent years in comparison to 2000-01. This is 
due to the cost cutting mentioned earlier, placing its milk in higher growth segments, 
and a changing corporate philosophy with regards to member suppliers. The latter 
aspect (of Dairy Farmers relations with the member suppliers) is discussed in Chapter 
6.  
Even though Dairy Farmers raises capital through capital deductions from gross milk 
returns paid to its members, it faces serious capital constraints to fund its growth 
plans. Dairy Farmers is exploring opportunities to gain access to additional equity 
capital; however, its member suppliers would wish to do so in a fashion that will 
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allow them to retain control over the organisation. Whether the latter consideration 
will be compatible with the firm’s desire to acquire the amounts of equity capital 
needed to grow is the biggest management challenge which the firm faces. Dairy 
Farmers’ efforts to improve access to capital are also discussed in Chapter 6. 
An analysis of processor strategies therefore revealed that processors are adjusting in 
different ways to the competitive environment, which keeps evolving. There were 
commonalities in their approach to expanding market share, and brand portfolio, 
developing a favourable product mix, and lowering costs of manufacturing. However, 
their responses reflected their corporate philosophy, and limitations in their 
organisational structures.  
5.4 Conceptual issues in retailer and processor strategies 
The conceptual model (Figure 3.5) suggested end-user satisfaction was the goal of the 
supply chain. The coordination between supply chain participants seeks to align their 
offerings with the end-user preferences in order to create economic value for their 
company and the supply chain as a whole. This coordination is aimed at enhancing 
efficiency and market positioning in order satisfy end-user needs and create economic 
value. The current analysis of the retailer – processor dyad suggests that the end-user 
or consumer does represent the focus of strategy for both retailer and processor, 
though coordination occurs through a mix of cooperative and competitive strategies.  
The positioning aspect 
Porter (1980; 1985; 1998) suggests three generic positioning strategies to create better 
economic value: cost leadership, differentiation, and focus. Porter views cost 
leadership and differentiation as mutually exclusive strategies. Two issues, in this 
regard, emerge from the present analysis of retailer and processor strategies. The first 
issue is that cost leadership does not position an offering in relation to customers and 
competitors. Instead it is price leadership. The EDLP strategy of the retailers suggests 
that they are employing price leadership as an effective strategy to gain market share. 
Cost leadership is then a necessary condition of price leadership, as the cost focus of 
retailers and processors studied for this research suggests.  
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Other researchers have criticised the validity of cost leadership as a strategy in itself. 
Mintzberg (1988) and Mathur & Kenyon (2001) have argued that cost leadership, 
based on cost minimisation, does not provide an advantage in itself; it has to result in 
a below average market price to be a competitive advantage.  
The second issue is in regard to the exclusivity of cost leadership and differentiation 
strategies.  The failure of the Coles Myer group to achieve competence in both ‘basic 
needs’ and ‘speciality’ retailing seems to support this viewpoint. There is an opinion 
that a break up of the Coles Myer Group may be the best way to respond to the market 
(Mead 2003). The findings, however, also suggest that retailers are trying to deliver 
relatively low prices with a level of quality and brand awareness that creates an 
attractive value-for-money package in their private label products, to effectively 
differentiate from the no-frills cost leaders that dominate the bottom of the market.  
Processors, such as National Foods, are using the additional scale of production 
provided by Woolworths’ private label contracts to reduce milk conversion costs. 
These cost savings are enabling National Foods to invest in major promotions and 
advertising campaigns to support and develop its proprietary brands, and other 
differentiated activities including launching products into new markets and extending 
existing product lines. Moreover Woolworths’ private label milk contract is also being 
used by National Foods to establish business relationships with Woolworths, with an 
expectation of enhancing National Foods brand presence on its shelves. Therefore, 
price leadership and differentiation may not be exclusive strategies. 
Several researchers (Cappel et al. 1994; Grant 2002; Hill, C. W. L. 1988; Karnani 
1984; Kotha & Vadlamani 1995; Murray 1988; Oskarsson & N. 1994; Phillips, L. W., 
Chang & Buzzel 1983) have questioned the exclusivity of the price leadership and 
differentiation strategies, arguing that the conditions which might favour cost 
leadership, such as the reduction of transaction costs through vertical coordination, 
process innovation and learning, and scale effects, were independent of conditions 
that might favour differentiation such as consumer preferences, product innovation, 
and quality differentiation based on a firm’s superiority in a particularly complex 
value system. Hence external conditions provided no a priori reason to discriminate 
against mixed cost and differentiation strategic designs. Furthermore, in conditions 
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where differentiation strategies can be used to expand market share, and this in turn 
permit greater capture of economies of scale and scope, external conditions might 
actively favour mixed strategies (Campbell-Hunt 2000).  
The capability aspect 
Both retailers and processors need strategic competencies in order to support their 
market positioning. For retailers, private label is an important resource to increase 
their market share and implement their supply chain agenda. Retailers, as first in line 
of the revenue-generating supply chain, need capability to discern consumer demand 
dynamics with regards to price, quality, safety, and functionality requirements. 
Retailers also need adequate infrastructure to gather, interpret and convey those 
requirements along the supply chain. In order to meet with these requirements, 
retailers need to innovate in their product range and shopping environment, and 
improve accessibility. They also need infrastructure and coordination skills to work 
with their suppliers for product development on one end, and cost efficiency on the 
other end. This often means using relational skills to make joint decisions, and sharing 
costs and benefits accruing from supply chain efficiencies. The discussion in Section 
5.5 demonstrates how relational skills amongst retailers and processors are 
underdeveloped and this poses barriers to chain formation. It also emphasises how a 
successful resolution of relational issues would facilitate a more efficient supply 
chain. 
A strong and flexible brand emerged as a critical resource for milk processors. 
Branding is important both as a means of attracting a higher rate of return through 
differentiation and as a means of building a market presence in related product 
categories. Processors have also focussed on developing market leadership or large 
market share in their core product categories. This strategy provides a focus for 
processors to concentrate its marketing and advertising resources. It also enables a 
processor to achieve both scale and scope economies. However, to create an 
alignment between processors’ product offerings and the consumer preferences, 
processors need adequate research and development resources for product and process 
development. Processors also need an organisational culture which facilitates their 
linkages with the retailers (this issue is further discussed in Section 5.5). 
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Processors need the technical and production skills necessary to ensure high levels of 
operational and cost efficiencies. Related capabilities are an efficient and secure IT 
system for inventory management, and a large-scale, ideally nationwide, distribution 
network. Such a network would allow the processor to service the needs of the major 
retailers. Setting up a distribution network, which involves high fixed costs can act, in 
a highly competitive market, as an effective barrier to new market entrants.  
Strategic positioning needs to be backed by appropriate capabilities 
While these strategic competencies are critical for business success of retailers and 
processors, this ‘resource-based’ view does not present an alternative to the task of 
finding an optimal market positioning in relation to the consumers and competitors. 
The presence of strategic competencies does not dispense with the need to position 
individual product offerings, and the cluster of offerings competing in the customer 
markets. The strategic competencies on the other hand provide ‘resources’ or 
‘capabilities’ for success in positioning the offerings competing for the end-user 
preferences. Also the end-user is not choosing between companies, but between 
offerings. There are two deductions to be made from the above discussion. The first is 
that it can be argued that both the strategic competencies and competitive positioning, 
are necessary for business success and the second is that the consumer preference is 
for an offering and not the company. The offering is the end-result of systemic and 
strategic coordination between business functions within the company and across the 
companies within the supply chain. Therefore, both the resource-based and the market 
positioning views are required for strategic analysis. Furthermore, the strategic 
analysis needs to be supply chain focussed rather than industry focussed or firm 
focussed. 
For business success, the relationships between supply chain participants become 
critical. The next section discusses the retailer – processor relationships in the 
framework presented in Figure 3.5. 
Strategies and Relationships in the Dairy-food Supply Chain: Options for Milk Producers in South-east Queensland 
 
 122 
5.5 Relationships in the retailer – processor dyad 
In the analysis of strategies used by retailers and processors, three relationship issues 
were identified as important. The first issue pertained to the power relationship 
between major retailers, such as Coles and Woolworths, and the independent sector, 
now mostly consolidated under the banner groups. The second issue was the 
relationship between the retailers and the processors, and the third issue the 
relationships between processors. The discussion starts with consideration of 
relationships amongst the major retailers and the independents, followed by that of 
relationships amongst the processors. The relationships amongst the retailers and 
processors are the focus for the last part of the discussion. 
Relationships between major retailers and the independent retail groups 
Major retailers and independent retail groups share an uneasy relationship. The 
independents perceive that the major retailers are encroaching upon their 
‘convenience’ functionality and retail format, and have a greater power capacity due 
to their size.  
Major retailers are now competing with the ‘convenience’ factor of the independent 
retailers. The general notion of convenience, which, in retail terms, includes ease of 
access, extended opening hours, a focus on top-up, impulse purchases, and a wide but 
shallow product range, is under threat with major retailers opening ‘express’ stores 
and having extended trading hours.  
“Government agreed to 7 days trading and that has negatively impacted our 
business. They tend to bow to large chains, the lobby groups. They listen to large 
businessmen and penalise small businesses.” (Independent retailer Da) 
Independent retailers accuse major retailers of opportunistic behaviour through 
‘creeping acquisitions’ which refers to the long-term strategy of the major retailers to 
capture market share through numerous purchases of individual stores. Individually 
these acquisitions are unlikely to breach Section 50 of the Trade Practices Act that 
prohibits acquisitions which have the effect of substantially lessening competition in a 
market (Australian Competition and Consumer Commission 1999). There have been 
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reports of wholesaler Metcash buying stores in 2003 to prevent them being taken over 
by Coles, which was on an acquisition drive to increase its Bi-Lo store numbers 
(Retail World 2003f). 
“From our perspective we always have this danger that Woolworths and Coles 
will go to some of our independents and offer so much money that they can’t say 
no.” (Independent retailer Ca) 
In addition, independent retail groups face challenges in achieving supply chain 
efficiency comparable to major retailers. Independent retail stores do not share a 
standardised layout and vary in shape, size and type of location. Their comparatively 
smaller size also limits the range and volume of the products which can be fitted onto 
their shelves. Moreover, different store owners are distinct businesses, even though 
consolidated under one group. Consequently, product and information flow is more 
challenging.  
“Our stores vary so much in size ... we are not like Woolworths where there is 
minimum size; we can have a corner store and also a supermarket as big as any 
Woolworths or Coles out there.  So in our case it is not about inundating stores 
with our products that they can’t even fit... we have to be sensible in what we 
do.” (Independent retailer Ca) 
While major retailers source direct from suppliers, most members of the independent 
groups are supplied by large wholesalers. These wholesalers provide a range of 
services and support intended to assist in developing their business, skills, and market 
share, and hence the profitability. The price paid by the retailers consists of the cost of 
the product to the wholesaler plus a service fee (around 3-4%) (Australian 
Competition and Consumer Commission 1999). Consequently, the independent retail 
segment has a higher cost of supply in comparison with the major retailers.  
“We don’t have that margin to play which a (major) retailer can use, or a 
(major) retailer can cross subsidise which we can’t. We can at best ask the store 
owner to forego margin on a certain commodity...” (Independent retailer Ca) 
To remove some of these impediments, the independent retail segment has 
consolidated under banner groups. Banner groups can be seen as an independent 
retailers’ alliance. Banner groups confer size to achieve supply chain efficiencies, and 
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consumer brand recognition. Under the banner groups, independent retailers jointly 
explore retail development opportunities, enhance their purchasing power as a group, 
and exchange information and knowledge. Individual businesses behave as part of a 
‘chain’ of independent retailers, but emphasise their ‘local’ and ‘community’ 
belonging as a point of differentiation from the major retailers. Being part of a larger 
scale also gives them a wider view of the market, and enables them to operate in a 
more market-responsive manner. 
“We entered into a contract with AC Nielsen...and as an offshoot of that we have 
a program...where I can see my sales in any category... I can review 
competitors... look at the market as a whole...then we have information on 
categories, we can identify the movers, and if we are not keeping pace, we can 
influence the way stores are laid out... The information is very critical these 
days, to use the information to succeed in business is critical.” 
“We will become more efficient with more planning strategies...” 
 (Independent retailer Da) 
The independent retailers are also willing to appeal to government to curb major 
retailer power, which they claim is to the detriment of customer choice and the price 
of goods (Australian Competition and Consumer Commission 2002; The Trade 
Practices Act Review Committee 2003). Work presented to the Senate by the 
Australian Competition and Consumer Commission, regarding price paid to suppliers 
by retailers, conceded that ‘buyer power is present in the Australian grocery 
market…(and) Woolworths and Coles receive better wholesale prices more often than 
the independent wholesalers’ (Australian Competition and Consumer Commission 
2002, p. 2). However, it also noted that the retail chains (such as Coles and 
Woolworths) were ‘integrated structures’ and the supplier negotiates at one point. In 
the independent sector, the supplier may spread the price support over both 
independent wholesaler and the independent retail outlet. The aggregate of funding 
support in the latter example may be only marginally different in total to the single 
point pricing support agreed with the major retail chains’ (Australian Competition and 
Consumer Commission 2002, p. 3). This indicates the market at work, with suppliers 
tailoring their deals to achieve best performance for the terms paid, whether the 
buyers were independent wholesalers or major chain retailers.  
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Alliances between processors 
Processor representatives often spoke about the intense competition between them for 
market share. Many aspects of that rivalry were explored in the earlier discussion on 
strategies. The aspects relating to competition between the major processors for milk 
supply and the competitive environment between the major processors and the smaller 
producer-processors are explored in Chapter 6. The present analysis centres on the 
horizontal alliances between the processors.  
To optimize their competitive advantage, some processors sought to forge horizontal 
alliances with other processors. There was evidence of alliances in the form of joint 
ventures, distribution agreements, cross shareholdings, inter-processor milk sales, and 
the development of common benchmarks amongst the processors. These 
arrangements are separate to the earlier discussed brand licence agreements which 
processors have with the international manufacturers.  
Parmalat and Norco have an equal-partners joint venture, with plants at Labrador and 
Raleigh. The venture provides Norco with the opportunity to place milk in the high 
value branded milk segment, and Parmalat gets the benefit of a secure supply base. 
“It is quite a unique JV. (It) brings together a regional co-operative processor 
and an international food processor; probably you can’t get two more different 
interests and wider ends of the spectrum. But we have to remember that the co-
operative has got a supply of milk from a group of farmers, and Parmalat wants 
the supply of milk and does not necessarily want to deal with farmers at that 
level. It is a unique JV but fulfils the requirements of two players…I see it 
surviving.” (Processor Bc)  
Norco is also packing milk for National Foods to help in servicing the Woolworths’ 
private label, as discussed previously. Another example is the distribution agreement 
between National Foods and Dairy Farmers. Dairy Farmers processes milk at its 
Booval and Malanda plants to help National Foods fulfil its Woolworths contract. It is 
an interesting example as in 2002 National Foods secured the Woolworths milk 
supply contract, earlier held by Dairy Farmers. Despite the loss of contract, Dairy 
Farmers agreed to help National Foods fulfil its obligation to supply Woolworths 
private label milk on a national basis, and Dairy Farmers has the opportunity to 
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dispose of its surplus milk and use its processing capacity. However, this strategic 
alliance is not a long-term proposition. Both processors were actively pursuing the 
Woolworths’ private label contract up for renewal in mid 2004, which eventually was 
retained by National Foods. The arrangements demonstrate the pragmatic nature of 
business discussions taking place between processors despite widely different 
shareholder bases and apparent business strategies. 
There is also an example of co-ownership between National Foods and Dairy 
Farmers. Dairy Farmers holds a 9% stake in National Foods. This was Dairy Farmers’ 
way of increasing its ‘relevance’ in the domestic market for any future industry 
rationalisation. 
There is also evidence of all the major processors in Queensland developing uniform 
and cost effective auditing programs for quality assurance of milk sourced from 
producers.  
“We are setting a company to do auditing for quality assurance and National, 
Dairy Farmers, Pauls and Norco have met to explore whether we can set up cost 
effective means for doing quality auditing.”  (Processor Eb) 
These examples of processor alliances are not necessarily examples of mutual trust 
and shared vision, but of complementary business interests. However, there is 
continuing disquiet as to the long-term nature of such alliances. 
“The dairy industry seems to be too incestuous; everybody seems to be helping 
each other. It has to stop.” (Processor Aa) 
Nevertheless, the strongest alliances seem to be the ones where the partners have 
unequivocal mutual interests and extensive investment in the partnership, such as the 
joint venture between Norco and Parmalat. 
Relationships between the retailers and the processors 
An analysis of business relationships between retailers and processors reveals a 
complicated pattern of interrelated factors. There are two fundamental issues. The first 
is the nature of the relationships with regards to competition for market share between 
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retailers and processors. The second aspect is the sharing of costs and benefits related 
to the supply chain improvements. 
With regards to market share, two issues were identified as important to processors: 
concern at (a) increasing private label dominance in certain product lines, and (b) 
increasing dependence on major retailers as a market channel.  
All the retailers’ representatives interviewed in this research indicated that they were 
pursuing the private labels. The volume and value of these contracts is enormous for 
three liquid milk processors. Consequently, processors were bidding for rights to 
supply those contracts and were offering low prices in order to optimize plant 
throughput. This competition resulted in a cut in the wholesale prices for private label 
by more than 25 cents a litre from pre-existing regulated prices (Spencer 2004a). Here 
the power relationship was biased towards the retailers, especially in commodity 
categories such as whole milk.  
“We made changes in our business 2-3 years before deregulation. We needed to 
make our brands stronger so more advertising went behind the brands. That 
hasn’t worked very well ...the consumer has switched on pricing ...so the 
consumer hasn’t thought much of the branded whole white milk.” (Processor Aa) 
However, in product categories where processors had major brands, such as yoghurts 
and dairy desserts, there was a perception of a degree of inter-dependence. While 
retailers still had greater power as the mediators between end-users and the 
processors, the processors retained a degree of countervailing power through their 
brands.  
“… it will be a brave retailer who will delete ‘Ski’ yoghurt. So we should stand 
up to them and say this is it, this is Ski yoghurt, if you don’t want that, I will stop 
supplying you that product. I will stop supplying you Coon cheese and I will stop 
supplying Cracker Barrel. I will give to it Coles rather than (to) Woolworths.” 
  (Processor Aa) 
Processors were also concerned with their increasing dependence on the major 
retailers as a market channel. With up to 50% of their branded product turnover 
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marketed through the major retailers, processors had less bargaining power than the 
retailers. 
“Coles and Woolworths together control 83% of our warehouse business, which 
is yoghurt, custard, etc.; they control 50% of our milk business. Australia has 
now the most consolidated grocery industry in the world...and it is a major 
problem because Woolworths alone have 50% of our business. If they don’t take 
our products, it is questionable whether we can produce and be viable.” 
 (Processor Ba) 
Processors saw renewed emphasis on the route channel and exploring opportunities in 
the food service sector as one way to keep balance in their power relationships with 
the retailers. Another way was through consolidation of the processing industry. Most 
major processor representatives believed that consolidation of the industry would give 
greater bargaining power to the processors with retailers having fewer suppliers to 
negotiate with.  
 “(There are) too many players and the pie is not big enough.  And another 
reason is that our customers, Coles and Woolworths, are far too powerful. So for 
that reason we need consolidation, as simple as that...It is by dividing and 
conquering Coles and Woolworths have been able to keep the prices where they 
are.” (Processor Aa) 
Retailers on the other hand consider consolidation in the processing industry a threat 
as it would reduce the choice amongst the processors supplying liquid milk.  
“Three (processors) are ideal; two are probably too tight from the perspective of 
choice. In case of consolidation we can only play to the processors we have got 
unless we go overseas...that is not our first preference...milk being a perishable 
product does limit us, so New Zealand is the only option. Milk has a life of about 
28 days if it is held in the right temperatures, so there are possibilities. The 
distance between Melbourne and Townsville isn’t a lot better (shorter) than it is 
from Auckland to Melbourne or Sydney.” (Retailer Aa) 
Sourcing milk from New Zealand would open up another dimension to the 
competition in the processing sector (99.7% of Australia’s total liquid milk imports in 
2003 were from New Zealand). Fonterra, which controls 96% of the milk supplies in 
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New Zealand, has a substantial stake in the Australian dairy industry, with a strategy 
to lead in the Australasian consumer market. It owns a controlling stake in Bonlac and 
Peters and Brownes in Australia. Fonterra also has an 18% stake in National Foods. 
Whether, in the future, it chooses to supply milk from its New Zealand operations or 
from one of its operations in Australia, will be interesting. New Zealand Milk, which 
is a part of the Fonterra group, markets value added milk powders, liquid milk and 
yoghurts, processed cheese, butter spreads and cream in New Zealand and more than 
90 countries. Peters and Brownes in Australia hold a 3.6% value share of the liquid 
milk market, selling mostly in Western Australia. Another processor which a retailer 
could source milk from is Murray Goulburn, currently holding 3.1% share. Murray 
Goulburn has traditionally focussed on export commodity manufactured products, but 
was supplying Aldi’s private label milk in 2002.  
Consolidation of the drinking milk processing sector in Australia may not be the 
panacea processors often foresee.  
“If you ask me personally, I don’t think industry consolidation is that close…I 
don’t think it will happen overnight. Also Woolworths and Coles wouldn’t want 
that consolidation to place them at a disadvantage. We should not forget that 
that (consolidation) won’t be an answer to all our problems.” (Processor Bc) 
The competitive environment in the Australian dairy segment is evolving 
dramatically, and the market dynamics are changing at a fast pace. For example, Coca 
Cola Amatil has indicated launching into the flavoured milk market towards end of 
2004 (Lee 2004). While National Foods, the market leader in flavoured milk, 
maintains that it will spur the market and increase flavoured milk sales, the 
competition for market share may get even more intense.  
The retailer – processors relationship is also evolving, with regards to sharing cost and 
benefits from supply chain improvements, and remains ambiguous and uncertain. 
Under retailer strategy, it was mentioned that retailers are trialling various ways of 
introducing store ready delivery units to cut costs of stock handling. These 
innovations also involve modifications to be made at the processor’s end, and the 
associated capital costs. Processors were sceptical about making such investments. 
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“…there are some very nasty supplies solutions that supermarkets are asking us 
to make at the moment that we are not ready to make. But we should rather talk 
about it as an industry rather than just as a company…in England the trolleys 
are shunted into the back of the trucks and then just pushed into the stores. There 
are no pallets or crates any more, they are all gone. So the cost is pushed all the 
way away from the supermarkets towards the processors. So the factories have 
to be redesigned completely at many hundreds of millions of dollars of cost and 
reset themselves up just for these trolleys. So it is not a dairy industry friendly 
alternative, but supermarkets like it because it shifts away their costs from them. 
They just push the milk into their system and get money out of it. It can be a very 
dangerous area (for processors).” (Processor Aa) 
Furthermore, both the major retailers are not necessarily trialling the same systems. 
Processors are concerned that retailers may adopt incompatible logistics systems, 
forcing the processors to invest in different systems. 
“I think the old crate systems of delivery are gone, we had opportunity for the 
last 20 years to do something about it but we were locked into the way we do 
business. We should be talking about trolleys …and different ways of managing 
it where we are saving on risks and improving efficiency.” (Major retailer Aa) 
“We are not on a trolley system …There is some talk in the industry that industry 
is moving 100% to trolley milk, but I don’t know how efficient that would be 
versus say pallet, or some automatic system … I think the jury is still out.” 
 (Major retailer Ba) 
The situation becomes even more complicated when retailers pursue processors to 
bear some of the costs involved at the retailer end, because introducing store-ready 
delivery units such as dairy roll-cages or trolleys benefits processors, with savings on 
cartons and crates.  
“To give you an example, to make changes in the soft drinks area we identified a 
capital cost of $12 million… some people in the organisation asked whether we 
should ask suppliers to bear the cost, now of course you can’t do that unless you 
reengineer the total category or you contribute (to the supplier) by guaranteeing 
a fixed quantity, or …a fixed term (contract)…It has got to be a give and take 
exercise.” (Major retailer Aa) 
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Retailers acknowledge that tendering for a limited period of one or two years may not 
give adequate assurances to suppliers to make substantial capital investments, or 
discuss sharing of cost benefits.   
“...some of the deals were structured (in ways which) may not have given them 
(suppliers) enough assurances. We are tendering for limited periods but may 
involve capital investment on their part, we may be asking for too much. It has to 
be mutually beneficial to both parties.” (Major retailer Aa) 
However, an agreement on mutual benefits is not always easy to reach. For example, 
National Foods, since early 2004, was reportedly campaigning with Woolworths to 
extend its two-year private label contract to justify its supply-chain expenditure. 
However, Woolworths had made supply chain improvements, particularly in cost 
sharing, as the focus of the negotiations. It was also holding firm on tendering, a 
cornerstone of the EDLP strategy, and was negotiating mainly with National Foods 
and Dairy Farmers (Mitchell 2004a). Woolworths and National Foods eventually 
announced extension of the contract in mid-2004. The extension was for three years, a 
longer-term contract compared with the preceding two-year contract, signalling a 
closer alignment between the two parties (Merz 2004; Whyte 2004). 
In this complex network of evolving retailer-processor linkages, the participants in the 
present research felt that the key to improving the relationships was a shared approach 
towards problem solving and the resulting costs and benefits. The primary objective 
should be the satisfaction of the consumer. The feeling is developing that a co-
operative, rather than an adversarial, approach might be needed to overcome supply 
chain efficiency and profit sharing issues.  
“...agreeing on priorities, which we don’t always do, and agreeing on action to 
fix that priority. If we disagree, then focus on what we can agree, if we both have 
different purposes we are not going to get results. But our communication is 
improving, some companies are locked in the past but companies that are 
progressing with us are working with us. Mutually agreeing on objectives, 
mutually agreeing on problem solving, mutually agreeing on benefits, versus an 
adversarial approach (is required). It is actually about satisfying the 
customers.” (Major retailer Aa) 
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In line with this sentiment there is evidence of developing synergies between retailer 
and processor business strategies. Processors and retailers are developing 
multifunctional linkages, as discussed in the previous section, and this is a significant 
development in the retailer – processor relationship. There is a shift from a buyer-
seller attitude towards a process of mutually beneficial development in the 
relationship.  
“I think the suppliers working more closely with us are the ones that are getting 
the best outcomes. Some suppliers have a buyer-seller attitude, they have 
average results but there are some sellers who are working more closely with us 
and by default are generating better outcomes.” (Major retailer Ba) 
Another example of evolving synergies is that of processors making retailer-specific 
investment, such as a business manager specific to a major retailer, a tenders manager 
looking after private label contracts, and inventory managers trying to mitigate out-of-
stock situations. These examples point in the direction of an evolving network of 
relationships at various levels between the retailer and the processor. Such 
relationship capabilities have the potential to evolve further as the firms increase their 
knowledge of each other and the exchange activities between them are coordinated 
(Alter & Hage 1993).  
“… we are more aware of the cost structures that processors need to break 
even… we understand that different parts of Australia have different needs 
because they pay higher farmgate milk price…” (Major retailer Ba) 
Such knowledge includes policies related to holding stock, product development, 
production processes, and payment routines.  
“We have business unit manager(s) for Coles...Woolworths ... Metcash... and a 
tenders’ manager looking after house brands. Business unit managers are at 
their respective supermarkets every week, they are making business 
presentations. They look at (product) categories and see what is happening with 
pricing, look at the opportunities, what their competitors are doing. This is all to 
leverage an advantage and find ways of improving our mutual business, so it is a 
win-win for both...We have two inventory managers, one at Coles ... one at 
Woolworths ... looking at their inventory, looking at what they want, looking at 
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where our trucks are, what our stockholding is, trying to reduce out-of-stock 
situations and trying to improve our supply percentage records.” (Processor Ba) 
5.6 Conceptual issues in the retailer and processor 
relationships 
The analysis of relationships in the retailer – processor dyad reveals a still-developing 
process of relationship formation. The findings indicate a shift in the balance of power 
in favour of retailers. But they also suggest multi-dimensionality in the relationships.  
Retailers’ power in relation to processors is due to (a) their increasing market share 
through private label products competing with proprietary label products, and (b) 
greater dependence by processors on retailers as a market channel. Evidence from 
Europe suggests that both factors might be interrelated. In the United Kingdom and 
mainland Europe, the growth in retailers’ private label share of the grocery market 
was correlated to the growth in retail concentration (Fernie & Penman 1994). Indeed, 
it has been suggested that high levels of retail concentration are a prerequisite if the 
retailers are to develop strong market positions for their private label products 
(Wileman & Jary 1997).  
The growth in retail concentration may be a precursor to polarisation in the dairy 
processing sector. The consolidation of the processing capacity was suggested as a 
defensive measure to combat the bargaining power of the major retailers. Processors 
will also seek scale and marketing clout through corporate acquisitions and alliances.  
A consolidated processing sector may gear itself to service two ends of the market 
segments through different management outfits, focusing at one end on the price 
leadership, and at the other end on value needs and future wants of the end-user. 
Fonterra, for example, lists ‘lowest cost commodity manufacturer’, and ‘leading 
specialty milk component innovator’ as its strategic foci. We have an example in the 
automobile industry with Toyota targeting both ends of the market through its 
offerings of ‘Corolla’ and ‘Lexus’ cars. We earlier saw examples of National Foods 
and Dairy Farmers reconcile to service private label and having a discounted milk 
brand strategy alongside market leadership in the growth product categories. 
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While the retail concentration and the countervailing processor concentration trends 
are likely to continue, there will continue to be developments of cooperation between 
processors and retailers. Cooperation becomes a critical component in the relationship 
when it comes to responding to the dynamic consumer needs. Product development is 
a response to the consumer need and involves a complex network of skills including 
gathering and interpreting market signals, production processes, and marketing 
expertise to introduce that product into the market. If the processor and retailer are too 
concerned that the other may exploit the information and knowledge through 
opportunistic behaviour, then the transaction costs may reach prohibitive levels 
through building contractual and organisational safeguards. The problem becomes 
even more complex in an environment of continually changing consumer preferences. 
The retailers and processors would not be able to respond if they were locked in a 
specific contractual and business trajectory (Lundvall 1993). There has to be a 
dimension of cooperation besides a contractual dimension in the relationship. 
Cooperation was defined as a set of joint actions by firms to accomplish a common 
set of goals that bring mutual benefits (Chapter 3). This research indicates that the 
sense of cooperation between retailers and processors is evolving.  
A high degree of business transactions and mutual dependency seems to support, 
rather than hinder, ongoing cooperation across firm boundaries. For example National 
Foods’ private label contract is also helping it develop business relationships with 
Woolworths which extend beyond its private label contract. 
The above discussion indicates that the relationships between the retailers and 
processors are complex and include aspects of power, transaction costs minimization, 
and trust and commitment. Even though retailers possessed greater power capacity 
there is growing coordination between the retailers and the processors. Similarly, 
minimisation of transaction costs was one of the reasons for continuing business 
relationships as evident from the supply chain efficiency focus, but a communicative 
functional cooperation between the retailers and the processors was identified as 
necessary requirement to keep evolving and responding to the market dynamics. 
Therefore, the understanding of relationships between the retailers and the processors 
needs to be set in a framework which provides for a scope to discuss seemingly 
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contradictory characteristics and behavioural elements. The model suggested in 
Figure 3.5 can provide such a framework. 
5.7 Summary 
This chapter has identified and analysed strategies and relationships in the retailer – 
processor dyad, answering Research Questions 2a and 3a (Chapter 2). Retailers were 
following a two-pronged strategy of increasing their market share and reducing the 
costs of doing business. Price leadership and especially private label were identified 
as important components of their strategy to increase market share. To reduce their 
cost of doing business, retailers were not only looking at business restructuring and 
cost reductions programs, but were also shifting control of the product movements 
from the processor to the retailer.  
Processors were responding to the competitive environment by differentiating their 
products, and aiming for market leadership in growing product categories. They were 
also strengthening their brand portfolio, achieving greater operational efficiency, and 
developing multifunctional linkages with the retailers.  
The evolving retailer and processor strategies had significant implications for their 
business relationships. While the relationship formations are ongoing, findings 
confirmed a shift in power balance towards retailers. However, for a successful 
relationship, interdependencies and cooperation were identified as critical. 
This discussion has been conceptualised in the strategy – relationship framework. The 
discussion has demonstrated that both the resource-based and market-positioning 
views were required for strategic analysis of the retailer – processor dyad. Any 
framework needs to be sensitive to the complexities of the relationships set in 
dynamic market and supply chain environments. 
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Chapter 6 
Strategies and Relationships: 
Processor – Producer Dyad 
6.1 Introduction 
The strategic focus of retailers on increasing market share and lowering costs of 
business led to their pursuing a private label strategy, and a drive for supply chain 
efficiency. The processors were strengthening their brand portfolios in response to 
increasing private label influence, and also establishing multi-functional linkages with 
retailers for a shared view of business strategy. Processors were also lowering their 
operating costs to lift margins and profit growth. The evolving retailer and processor 
strategies and the resultant impact on their relationships had significant implications 
for the strategies and relationships in the processor – producer dyad.  
 This chapter presents discussion of the strategies and relationships identified within 
the processor and producer dyad. Based on the strategies – relationships framework, 
the discussion is divided into five sections. In Sections 6.2 and 6.3, the processor and 
producer strategies, respectively, are discussed (answering Research Question 2b 
presented in Section 2.6). In Section 6.4, the conceptual issues related to the processor 
and producer strategies are considered. The implications of these strategies for the 
processor and producer relationships are presented in Section 6.5 (answering Research 
Question 3b presented in Section 2.6), and in Section 6.6 the conceptual issues in 
these relationships are discussed.  
6.2 Processor strategies 
The processor milk supply strategies were shaped by the developments on the market 
end of the supply chain, and the competitive environment for milk supply. The market 
developments were discussed in the previous chapter, and attention is given here to 
the competitive environment for milk supply. 
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6.2.1 The competitive environment 
The previous chapter demonstrated that for processors to obtain major retailers’ 
private label contracts, they needed to deliver substantial volumes of milk across 
geographic regions. In addition, processors were trying to expand into new markets 
and were establishing operations in different states. These factors necessitated 
expanding and securing a reliable milk supply base. However, securing a supply base 
proved a bigger challenge than the processors might have anticipated. The changeover 
from a regulated to a deregulated milk supply regime, fluctuations in the export 
commodity market, private label growth, and the poor seasonal conditions 
complicated the situation.   
Prior to deregulation, processors had licenses to sell market milk in particular 
geographic regions. Parmalat used to supply market milk in Brisbane and Central 
Queensland regions, whereas Dairy Farmers had most of northern and south-western 
Queensland. Norco supplied in northern NSW (Todd 2001). The Queensland Dairy 
Authority (QDA) directed milk flows, at regulated prices, amongst processors to 
service their respective regions. Parmalat in 2000, the year of deregulation, was 
sourcing about 12% of its total milk requirements from Dairy Farmers and Norco, 
with another 8% coming from its joint venture with Norco.  
“Prior to deregulation milk was directed to us by QDA (Queensland Dairy 
Authority). Much of that milk came from other processors... or regional 
processors, many of whom have now disappeared. So the farmers were actually 
their (other processor’s) farmers and we were interested only in the milk.” 
 (Processor Bc) 
Immediately after deregulation, processors relied on direct inter-processor trade of 
milk and milk powders to fulfil their processing requirements. The spot prices for this 
inter-processor milk trade closely followed the fluctuating export market prices. The 
second half of 2000 saw a favourable export price movement for Australia, creating a 
resultant increase in spot prices (Figure 6.1). 
“We have been exposed, in many instances, by having insufficient milk for our 
manufacturing operations... that has pushed us into having to buy externally in 
the marketplace and ... suddenly we can be exposed to the world 
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prices...Previously (before deregulation) under the market milk segment we 
(could) under or overdraw with the (other processor) ... now we have to manage 
that ourselves...” (Processor Bb) 
Figure 6.1: Fluctuation in the world dairy product prices over the three years following 
deregulation 
Source: James, Ashton & Hogan (2004) 
During 2000-01 a substantial shortage of milk developed in northern Australia, with 
milk production in Queensland 12% less than the previous year. This led to strong 
competition for milk supply between the processors. The milk shortage was caused by 
a combination of factors which included reducing farmgate milk prices, drought, and 
milk producers exiting the industry. The private label strategies of the retailers were 
resulting in a fall in the packaged milk margins, which affected the farmgate milk 
price, with most severe effects being felt in NSW, Queensland and Western Australia, 
the former ‘market milk’ states. The total milk income at the farmgate in southeast 
Queensland was 21% lower in 2001-02 compared with 1998-99. To compound the 
matter further, the region also experienced a widespread drought during 2001-02, 
resulting in sharp rises in feed prices (Busby et al. 2004). The effects of the fall in 
returns and increase in input prices took their toll on milk production volume in these 
regions, through the exit of hundreds of producers. Between 1994 and 2000 the dairy 
farm numbers in Queensland were decreasing at an average annual rate of 2.4%, and 
between 2000 and 2003 the rate of decrease rose to 9.9% (Dairy Australia 2003c).   
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The immediate reaction of the processors to the milk supply shortages was to ‘poach’ 
producers supplying milk to other processors, as a way to secure and increase their 
milk supply. Understandably, this strategy caused much angst in some processors.  
“The biggest risk is farmers leaving us at short notice in wintertime.... (Another 
processor) in the last few years has ...(been) going to people (farmers) on Friday 
and saying that you have got till Monday to make up your mind ...(to) start 
supplying us by the end of the week.... When we lose suppliers in the middle of 
winter it is difficult to replace them.” (Processor Ac) 
Concurrently the state governments, such as Queensland, were restructuring their food 
safety legislation as part of a refocusing of resources to what was now seen as core 
business for government. The Australia New Zealand Food Authority (ANZFA) was 
streamlining its Food Safety Standards. These developments quickly led to an 
increase in standards for milk quality, and an associated requirement for quality 
assurance procedures on farm. Retailers were also reviewing their quality assurance 
requirements with the processors to meet the new standards, which had a cascading 
effect through to the dairy farms.  
In this environment, processors had to balance these factors: (a) secure milk supply 
and retain producers by suitable loyalty incentives and exit barriers, and (b) 
implement appropriate compliance mechanisms on quality and quantity requirements. 
Processors executed these strategies through contractual agreements and payment 
mechanisms to secure supply, and developing a greater role in supplying farm 
services. 
6.2.2 Security of milk supply 
“We want security of (milk) supply, that is the most important thing for (us). 
Therefore we forward contract with all of our farmers.” (Processor Ea) 
Processors developed contractual agreements to coordinate their milk supply with 
demand. A range of sophisticated milk supply contracts accompanied the deregulated 
market, though they varied from processor to processor, reflecting their product mix 
and corporate philosophy. There were a number of common price signals in 
arrangements with the producers, for example most processors differentiated between 
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producers on the basis of scale and quality, favouring larger processors and rewarding 
qualities such as shown in Table 6.1. Signals in the milk price were also used to 
smooth seasonal fluctuations in milk production, retain larger milk producers, and 
encourage producers to enhance safety and overall quality of milk. 
Processors were offering incentives for winter milk, when the supply is traditionally 
low. With a predominantly fresh milk based product mix, most processors were 
reluctant to allow Queensland to follow the national trends of seasonal milk 
production. 
“If we allowed Queensland to slide…I think Queensland could become Tasmania 
and we will have a milk flow pattern of 3:1 or 4:1 (peak:trough). That would be 
a disaster for us in terms of our market milk...” (Processor Bb) 
Processors were also rewarding larger producers through volume and growth 
incentives. Larger milk producers were considered more viable and able to withstand 
market risks, and if in close proximity to the factory or market this facilitated the 
collection, transportation and handling of milk.  
Processors were giving strong signals to producers to enhance quality of milk through 
payment of bonuses and provision of penalties linked to the quality parameters. 
Milkfat and protein content affected the farmgate milk price, and in many cases 
protein attracted a higher premium (more than twice) than milkfat. There were 
bonuses and penalties applying at different levels of microbial and somatic cell counts 
in milk. The presence of antibiotics and pesticides above the allowed limit led to 
additional penalties or even rejection of the milk. 
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Table 6.1: Payment mechanisms of three processors showing price mechanisms to 
enhance loyalty and encourage high quality standards 
 Parmalat Dairy Farmers Norco 
Milk price 
(One price system) 
$3.00/kg milk fat 
$5.45/kg protein 
30 c/l 30-32 c/l 
(Two tier price system) 
Market milk 
Manufacture milk 
 
41 c/l for fresh white & 
90% fresh flavoured 
30.75 c/l for UHT white 
& 90% of UHT flavoured
$2.2/kg milk fat 
$4.0/kg protein  
  
Milk collection charges $8-20 per stop depending 
on distance 
$10-20 per stop 
depending on distance 
Nil 
Incentives 
Microbial quality 
 
25-40 c/kg protein 
 
Bonus points 
 
0.75-1.25 c/litre 
Fat incentive 0.3 c/l for every 0.1% 0.465 c/l for every 0.1% 
Protein incentive 
2.5 c/l for fat above 4.5% 
and protein 3.4% 0.6 c/l for every 0.1% 0.465 c/l for every 0.1% 
Productivity incentive  $0.8/k milk fat and 
$1.45-1.95/kg protein 
3-6 c/l  3-6 c/l  
Volume incentive Scale of 8c-$1.21 per kg 
of protein 
0.1 c for every 20,000 
litres 
0.15-0.3 c for every 
20,000 litres 
Winter bonus $1.50-2.0/kg on protein 5 c/l 3-4 c/l 
Contract bonus - 1-3 c - 
Penalties 
Low protein 
 
1-3 c/l 
 
0.3 c/l for every 0.1% 
 
0.335 c/l for every 0.1% 
Low fat 1-3 c/l 0.6 c/l for every 0.1% 0.335 c/l for every 0.1% 
Microbial quality 1.2 c/l Demerit points 1.5 c/l 
Iodine presence 1.2 c/l n/a n/a 
Antibiotics presence Reject No payment n/a 
GMO status Encourages GMO free 
feeds 
n/a n/a 
Acidity above limit Reject Reject n/a 
pH beyond allowed 
range 
Reject n/a n/a 
Pesticides above limit Reject n/a n/a 
Notes: National Foods contract and payment mechanisms were not public documents. 
 Base milk price is at 3.3-3.95% fat and 3.0-3.15% protein. 
 Productivity incentive is for production in excess of previous year in the same period.  
 n/a – data not available. 
 Penalties are quoted at the maximum level. 
 Price quoted for 2003, Norco price quoted for 2002. 
Source: Payment schemes and contracts of the respective processors 
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Contracts 
Processors began implementing contractual arrangements with producers to attract 
and retain producers through suitable incentives and exit barriers. Different 
processors, though, were doing it differently. National Foods was the first processor 
in Queensland to enter into contracts with milk suppliers. The contracts were renewed 
annually, and as an exit barrier a three months termination notice was applicable to 
either party. Having established its Queensland operations only in 1999, National 
Foods had a small supplier base and was sourcing about 50% of its milk requirements 
in Queensland from direct farm supplies, while the rest was purchased from 
processors such as Dairy Farmers and Norco.  
National Foods contracts required producers to supply milk at the contracted level. 
Failure to supply an agreed minimum quantity attracted penalties, usually an amount 
equivalent to the processor’s estimate of loss due to short supply. The price of milk 
above the contracted volume depended on the market situation. When milk shortages 
were occurring within the company, production over plan was rewarded. In an 
oversupply situation or dip in international commodity price, a spot market price for 
the over plan milk was payable. National Foods was the only processor in this study 
which did not require its contracted producers to sell ‘all their milk’ to the processor. 
On the contrary, it encouraged producers to sell their surplus milk elsewhere. Some 
producers considered that an opportunity as they could diversify their output risks, 
though many considered it a risk as National Foods did not guarantee milk off take. 
For National Foods though, matching milk supplies with demand was the priority. For 
example, in 2002 over 90% of milk intake was used to process either fluid milk or 
soft dairy products such as Yoghurt or dairy desserts. Another 10% was a buffer and 
used for commodity manufacture including cheese.  
Parmalat initially continued with its generic payment mechanism with milk producers. 
It was the only company at the time of conducting this research which was still 
demarcating between ‘market milk’ and ‘manufacturing milk’ in Queensland, a legacy 
of the regulated era. Parmalat committed to its two tier price mechanism until 2007, 
and paid a significant premium for market milk.  
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“You have got to consider the strategic model that (this processor) has 
compared to the other processors.  The model is ...packaged milk. (This 
processor) doesn’t have commitment on commodities like cheese or milk powder, 
so the priority is the fresh milk market within Australia. ... Clearly if we can’t 
supply the market milk one day, you can’t pick up the sales next day. For that 
reason there is a contract (with the milk producer) and for that contract there is 
a premium price paid (for market milk).” (Processor Bc) 
To match its supply with demand, Parmalat required its producers to maintain their 
milk supply in excess of 110-120 per cent of their market milk ‘quota’ (called Pauls 
Dairy Access or PDA). The excess milk was paid at manufacturing milk rates, 
equivalent to that paid by other processors making cheese and powders. This payment 
system was similar to that before deregulation and perpetuated the attitude among 
producers that there was no incentive to produce excess milk. However, a producer 
could purchase additional PDA in an exchange called PDA exchange. In 2003 PDA 
was priced at $50 per daily litre. The additional PDA litres were, however, subject to 
availability and depended on Parmalat’s market milk requirements. It was normally 
available from other Parmalat producers exiting the industry. PDA also served as an 
exit barrier for producers leaving Parmalat for other producers, as they would lose 
their capital investment in PDA.  
However, some producers were not comfortable with the two tier price mechanism. 
These producers had either sold their market milk quotas prior to deregulation and 
were therefore not entitled to PDA, or were joining Parmalat from other processors 
and were used to a ‘one price policy’ followed by other processors. To accommodate 
these producers, Parmalat gave a limited time opportunity to producers in 2002 to join 
a ‘one price supply group’. In 2003, Parmalat was sourcing milk in two ways, with the 
majority of milk supply being sourced through the two tier price mechanism.  
Dairy Farmers had a generic purchasing policy prior to deregulation. However, in a 
post deregulation environment with many producers exiting the industry or leaving 
for other processors, Dairy Farmers offered an option for a renewable annual contract 
to its member suppliers. As an incentive to take up the contract, Dairy Farmers 
offered an increased price, ranging from one to three cents per litre depending on 
volume supplied. As an exit barrier the producers were required to give three months’ 
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notice of termination of supply. By 2002 Dairy Farmers was receiving 90% of its milk 
supply on contract (Milkline 2002b).  
The Dairy Farmers contract was different in many ways from the contract offered by 
National Foods. While National Foods’ contract was confidential, the Dairy Farmers 
contract was not confidential, in order to ensure price transparency between the 
processor and its member suppliers. Member suppliers were required to supply at 
least the minimum contracted volume and there were liquidated damages7 attached to 
non compliance; however there were no penalties for oversupply. The objective was 
to give member suppliers the opportunity to ‘grow’. Elaborating on the cooperative 
philosophy the group chairman Ian Langdon noted that, 
“As a farmer owned co-operative, the business assumes many different 
responsibilities many of which may not be considered relevant for competing 
proprietary processors. These include providing security for milk off-take and an 
option to grow farm production in all regions. These responsibilities may be 
viewed by some processors as commercially disadvantageous but the Board and 
Management of this Co-operative believe otherwise. In the long term, security of 
milk off-take and the option to grow provide the basis for farmer confidence to 
expand in the post deregulation environment within which farmers and Co-
operative now operate.”  Ian Langdon, Annual Report 2003 
Because of its encouragement of ‘growth’ and the fact that 42% of milk intake was 
used to manufacture products such as yoghurt, dairy desserts, gourmet cheese, and 
also commodity oriented products such as block cheese, milk powder, and butter, 
Dairy Farmers was more exposed to commodity fluctuations in the export market than 
Parmalat and National Foods. 
Norco continued with its generic purchasing policy after deregulation, not 
differentiating between ‘market’ and ‘manufacturing’ milk. Its milk payment policies 
also included incentives linked to productivity and volume. Like Dairy Farmers, it did 
not put limits on member suppliers producing milk beyond a certain level. As noted in 
the previous chapter (Section 5.3), Norco was able to place 50% of its milk supplies 
                                                 
7 Liquidated damages is an amount of money agreed upon by both parties to a contract which one will 
pay to the other upon breaching (breaking or backing out of) the agreement or if a lawsuit arises due 
to the breach. 
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in the proprietary milk and milk products segment through its association with 
Parmalat. The rest was being used to manufacture third party ice-cream, frozen cream 
and commodity dairy products. 
Farmgate milk price 
It is difficult to directly compare farmgate milk price paid by different processors. The 
prices were differentiated on the basis of supply strategy and depended on the quality 
and quantity specifications. Moreover, for a processor such as Parmalat, the average 
farmgate milk price was contingent on the producer’s PDA. A comparison of 
farmgate milk price payments can be indicative at best (Table 6.2). However, such a 
comparison provides important clues to the processors’ corporate philosophies. 
Parmalat and National Foods paid higher prices than other processors in the region. 
Parmalat suppliers producing milk on full PDA quota were averaging a milk price 
ranging from 33-36 cents per litre, and producers had the security of a payment 
system similar to that pre deregulation. Parmalat, in comparison with other 
processors, was also more ‘reassuring’ to its producers in terms of the price 
guarantees.  
“I think we have had a history of being very good to our farmers and being less 
generous with our customers. Well I see a new scenario emerging with our new 
CEO… of being more customer focused and perhaps our farmers will take more 
of a back seat.” (Processor Bb) 
Parmalat’s strategy of being ‘good’ to its farmers might have partly resulted from the 
sensitivities on its ‘foreign origin’. Dairy Farmers, for example, in 1999 was running 
an advertising campaign in regional Queensland which highlighted foreign takeover 
of a Queensland company (The advertisement ran as ‘Beautiful one day, foreign-
Table 6.2: Average farmgate milk price paid by various processors in south-east 
Queensland in 2003 
Processor Farmgate milk price (cents per litre) 
Parmalat/NatFoods 
Dairy Farmers 
Norco 
33-36 
32.60 
34.86 
Source: (Dairy Farmers 2003; Norco Co-operative Limited 2003; Spencer 2004b). 
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owned the next.’) (Todd 2001). Parmalat announced milk prices 12 months in 
advance. To give confidence to its supplier base in 2001, when the farmgate milk 
prices were low, it guaranteed a minimum farmgate milk price of 32 cents a litre in 
2001, valid until December 2004. Its ‘guaranteed minimum’ price matched the 
average price paid by Dairy Farmers in the region. Parmalat has a worldwide 
reputation for paying relatively high prices. For example in the European Union, 
Parmalat paid the top price amongst processors of €0.39/litre in 2002, 55% higher 
than the bottom payer, UK’s First Milk at €0.25/litre (Whitehall Associates 2003b).  
By contrast National Foods’ attitude towards milk suppliers was more in line with its 
contractual arrangements with third party suppliers, which reflected an arm’s length 
relationship. It does not announce its farmgate milk price but has publicly claimed it 
to be one of the highest in Queensland. National Foods also guaranteed its milk price 
for 12 months, but did not commit itself, like Parmalat, into duration longer than 12 
months. National Foods did not hesitate to announce a lower base price for farmgate 
milk in 2004 in line with the milk commodity export price projections (Whitehall 
Associates 2004). National Foods did not consider raw materials as a source of 
‘competitive advantage’ and optimal milk flows were critical in delivering a low cost 
position (National Foods 2002). For example in mid 2003, National Foods in Western 
Australia announced a 40% cut in the contracted volumes with its milk producers. The 
reason given was that National Foods had lost its UHT milk contracts in Asia. The 
producers in Western Australia were vulnerable at that time as processors such as 
Peters and Brownes, Harvey Fresh, and National Foods were struggling for market 
share and were discounting milk prices heavily (Whitehall Associates 2003a).  
Dairy Farmers was paying a comparatively lower farmgate milk price than the 
proprietary processors, with an average of 32.60 cents per litre in 2002/03. The 
cooperative philosophy with regards to maximising the milk returns to member 
suppliers has undergone a change in recent years. While it still strives to optimise 
their milk returns, it does not wish to do so at the cost of commercial pragmatism. 
“In the year 2002/03 the cooperative stretched itself commercially in order to 
maximize the milk payment to its farmer owners, however, it is imperative that 
the cooperative reaches the optimum balance between the commercial needs of 
the business and the very real needs of its farmer owners. As a cooperative, the 
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farmer owners have benefited from such distributions on milk price but it is not a 
sustainable situation for business to distribute more than it earns. Nor it is 
sustainable for the business to pay so far in excess of the commercial price for 
milk relative to its major competitors operating in the same product categories.” 
 (Ian Langdon, Dairy Farmers Annual Report 2003) 
Its member-supplier numbers dwindled more than 30% from 1999-00 to 2002-03, 
either by exiting the industry or joining other processors. However, the loss may have 
been greater without the sense of ownership which member-suppliers felt towards the 
cooperative, and also the security of milk off-take. Initially, Dairy Farmers was giving 
minimum price guarantees, probably to match the National Foods and Parmalat 
offerings. However by 2003, it was finding this difficult to sustain as international 
milk commodity prices in cheese, butter and milk powder weakened in the second 
half of 2002 (Figure 6.1). Towards the latter part of 2003 Dairy Farmers announced a 
lower price for 2004 and notified its members that in future the milk price would not 
be announced more than a quarter in advance.  
Norco, on the other hand, stated in its 2003 annual report that its primary objective 
was to offer its members (a) a competitive milk price, (b) a secure home for members’ 
milk, and (c) maximum returns to members in dividends, rebates, loyalty payments 
and services to members. Accordingly, Norco was reporting an average farmgate milk 
price of 34.86 cents per litre during 2002/03 and sustained it at the same level for 
2004. However, success in this goal has required different management decisions. In 
2000, at the time of deregulation, Norco’s debt liability was 1.06 of its shareholders 
funds. Norco’s lenders considered it vulnerable at the time and put it on an accelerated 
debt reduction program, to reduce debt by about 50% within one year. This was done 
through sale of non core assets, reducing stock levels, a proactive approach to 
management of debtors, and better cash flow management. It also paid a low milk 
price of 22.90 cents per litre to its member suppliers for some months in 2000, with an 
average annual price of 27.17 cents per litre. This caused a lot of angst amongst the 
suppliers and many of them left the cooperative. The number of member suppliers fell 
from 307 to 237, and milk intake declined 18%. Two factors enabled Norco to 
continue. The first was its joint venture agreement with Parmalat which placed about 
50% of its milk into the proprietary label milk and fresh milk products market. The 
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second was the increase in commodity prices in the latter part of 2000 and during 
most of 2001. From a loss-making situation in 2000, Norco was showing a net profit 
in 2001. By 2002 it was showing a healthy EBIT at 5.23% of sales. In 2003, however, 
the combined influence of drought and the low commodity prices were again having 
an impact with EBIT to sales per cent dipping to 1.59. Despite these changes, Norco 
has maintained an average farmgate milk price of 34-35 cents a litre since 2001. Its 
small size, strategic alliances, and the favourable commodity prices immediately after 
deregulation have sustained the company.  
Despite the many subtleties of processor payment schemes, Australian farmgate 
returns are closely linked to export prices (Figure 6.2). As indicated in Chapter 2, over 
50% of industry production is exported and continued growth is largely directed 
towards overseas markets. Besides, imports from New Zealand account for 16% of 
the Australian cheese market (Dairy Australia 2003c). Therefore, apart from 
accounting for some regional variations, the farmgate milk prices across the country 
are essentially benchmarked against payout from the large export-oriented 
cooperatives.  
Figure 6.2: The association of export returns for dairy products and prices paid at the 
farmgate over the past 24 years 
Source: Ginnivan (2004) 
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In a deregulated environment the links between farmgate milk price and export prices 
were becoming more evident even for the ‘market milk’ states. Two of the major 
processors operating in the region, Dairy Farmers and Norco, gained a significant 
portion of their revenues from the sale of milk commodities. Processors such as 
National Foods and Parmalat, which did not rely on milk commodities to generate 
revenues, saw it as un-commercial to source milk at substantially higher price than the 
milk spot price. While National Foods was acting on this line of reasoning, it was not 
evident with Parmalat. However, Parmalat, until mid 2004, had not announced an 
extension of its ‘minimum price guarantee’; it is likely that once its minimum price 
guarantee period expires at the end of 2004, it will align its milk price with the market 
trends.  
6.2.3 Greater role in farm services 
Most of the major processors have been reviewing their food auditing systems from 
the farm to the customer. This was a response to the streamlining of food safety 
standards by ANZFA, the food safety measures being drafted by the state agencies 
such as Safe Food Queensland, and also the major retailers’ demand for consistent 
quality standards.  
“We have a new challenge in that QDA have transferred all their quality 
responsibilities to Safe Food Queensland. We are likely to incorporate all those 
requirements into our own on-farm quality accreditation. So our officers will 
have to acquaint themselves with and become accredited officers consistent with 
the new requirements. We may have to retrain some of them.”  (Processor Bc) 
Retailers such as Woolworths were incorporating scheduled and unscheduled audits 
on their private label suppliers as part of their quality assurance programs. As a result 
most of the major processors announced mandatory quality audits to be carried out 
each year on their producer suppliers. The audits pertained to completion of quality 
assurance programs, dairy registrations, meeting milk quality specifications, obtaining 
feed declarations covering GMO status, and adhering to codes of practice for milk 
collection. The audit process covered the requirements of the retailer, food safety 
standards, HACCP requirements, requirements for water quality and microbiology, 
State dairy legislation and codes of practice (National Foods 2004).  
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The increased quality audit requirements necessitated processors increasingly 
stepping into the extension or farm services role earlier provided by the government 
agencies. Furthermore, a fluctuating farmgate milk price left producers vulnerable. 
Processors needed to counsel them through the changeover from a regulated to 
deregulated environment. 
“Last year, if you ask me, our main role was to motivate the farmers that they 
have a future in the dairy industry...” (Processor Ad) 
In order to improve suppliers’ ability to fulfil quality requirements, improved 
management skills were considered essential.  
“When we get to the long term, there is a question of protein, quality of milk, the 
very future of the dairy industry. That has to be addressed to keep good farms 
and farmers in the industry…that is the role speakers (experts), fields days and 
farm walks (sponsored by the processor) can play.” (Processor Bc) 
Traditionally, government service providers such as the Queensland Department of 
Primary Industries and Fisheries (QDPI&F) in Queensland and the New South Wales 
Agriculture department (NSWAg) have provided extension services to producers. 
However, in recent years both organisations have gone through a reorganisation, with 
a shift in focus to the ‘marketing chain’ rather than agricultural production alone. 
There has been a re-direction of their extension role from single enterprise production 
and productivity issues to a ‘systems’ or ‘holistic’ view incorporating sustainability, 
satisfying consumer demands and managing the farm business, all in a global context 
(Coutts 2000; Scott-Orr & Howard 2000). Many extension employees previously 
working for QDPI&F were hired by processors such as Parmalat, National Foods and 
Dairy Farmers to provide the farm services referred to above. 
To enhance viability of the supplier base, processors were also assisting producers in 
obtaining inputs at competitive costs, using their bargaining power. For example 
National Foods had a discount scheme available to its suppliers, providing a wide 
range of discounts and benefits on farm inputs such as fuel, chemicals and utilities. 
Similarly Parmalat was helping a supply group with purchase of molasses in central 
Queensland. The invoice was billed to Parmalat and it was deducted from the 
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producers’ monthly milk pay cheque. Both Dairy Farmers and Norco had rural stores 
which provided facilities to the member suppliers for the purchase of their inputs. 
“...the (farmgate) price of milk has decreased and if you cannot change the milk 
price, you have to look at your (farm) input costs so that the net difference 
remains the same, which is important to the farmer. I think farm services can 
provide assistance with coordinating purchases and lowering input costs...” 
 (Processor Bc) 
In summary the processor milk intake strategy was two pronged. While they devised 
contracts and payments mechanisms to ensure a secure milk supply base, they also 
provided farm services to enhance the viability of their supply base. Following some 
initial transfer of producers between processors, these strategies might result in an 
increasing producer alignment with specific processors, as producers supply milk to 
meet processor specifications and rely on them for market signals and knowledge on 
farm management issues.  
6.3 Producer strategies 
Producer strategy was focused on operational efficiency and farmgate milk price. 
While producers concentrated on improving operational efficiencies to override the 
cost-price squeeze, the main milk producer representative organisation in Queensland, 
Queensland Dairyfarmers’ Organization (QDO) was focused on obtaining a ‘fair’ 
farmgate milk price for the producers. A limited number of producers were 
independently exploring niche market opportunities for their milk. 
Greater operational efficiency 
“Deregulation (has) put a greater need to improve business because 
inefficiencies can’t be hidden in the high farmgate milk price.” (Producer Aa) 
In the first year after deregulation, farmgate milk prices dropped 22% in south-east 
Queensland, but improved somewhat in the following years. The feed related costs on 
the other hand were 60% higher in 2002-2003 compared with 1999-2000 (Figure 6.3).  
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“...we pray that... we don’t have high input price and low output price in the 
same year, if that happens ... business really struggles...” (Producer Ac) 
Figure 6.3: Total milk income and feed related costs in south-east Queensland, 1999-00 
to 2002-03 
Source: Busby et al. (2004) 
The decreasing gap between total milk income and feed related costs resulted in a 
significant negative impact on the profit margins and returns to the producers (Figure 
6.4). 
Figure 6.4: Milk producers ROI and EBIT to sales (%) comparison pre deregulation 
and post deregulation in south-east Queensland 
Source: Busby et al. (2004) 
In the producers’ view, the most effective way to overcome the reduced profit 
margins was to increase the revenues and decrease the input costs. Accordingly, many 
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producers opted to increase their milk production through increased herd size (Figure 
6.5).  
Figure 6.5: Increasing average herd size in south-east Queensland since deregulation 
Source: Busby et al. (2004) 
Concurrently, decreases in the feed related costs were being achieved by improving 
efficiency in feed conservation and home grown feed, and efficient feed procurement. 
(Feed related strategies are discussed in more detail in the next chapter). As discussed 
in the previous section, processors were actively encouraging increased milk volumes 
from their existing milk producers.  
“I think for you to be an attractive supplier for the processor you have to 
produce at least a million litres of milk, and you have to have a track record of 
good quality milk. I think if we contracted back to just a Mum & Dad show we 
would probably drop out of that attractive group” (Producer Ca) 
While many smaller milk producers were exiting the industry, the remaining 
producers saw an opportunity in declining producer numbers and were consolidating. 
Between mid 2000 and mid 2002 in Australia, the dairy cattle establishments with an 
estimated value of agricultural operations (EVAO) below $200,000 fell by 44%, from 
7,431 to 4,163. On the other hand, the number of farms with EVAOs greater than 
$200,000 increased, from 6,388 to 6,971 (Australian Bureau of Statistics 2001, 2003). 
Increasing milk production was also positively correlated with the efficiency 
parameters such as production per cow (PPC) and litres per labour unit (LLU) (Figure 
6.6).  
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Figure 6.6: The influence of farm size on milk production and litres per labour unit, 
2002-2003 
Source: Busby et al. (2004) 
However, increasing the size of operations did not guarantee profitability, and optimal 
profit margins occurred between 1.25 – 2.0 million litres in 2002-2003 (Figure 6.7). 
Though numbers were small, dairy farms producing over 2 million litres were 
showing a negative return on equity, and the operating profit margins were less than 
half those of farms producing between 1.25 – 2.0 million litres. This phenomenon 
may be attributed to many factors. A key cost is the costs of production, especially 
feed costs, which increased rapidly in very large herds during the drought. Producers 
growing bigger without any strategic planning might have made themselves 
vulnerable as milk returns were increasingly being driven by international 
benchmarks.  
“We produce a commodity where the decisions we make today affect our 
production levels two or three years down the track ...” (Producer Ab) 
Many producers, buoyed by farmgate milk price increases in 2001-02, were 
complacent about the impacts of deregulation.  Many were putting money into 
upgrading dairy equipment, irrigation systems, and feed conservation to accommodate 
the requirements of a larger herd size. The historic low interest rates encouraged some 
producers to borrow more money. In south-east Queensland the debt to equity ratio 
for producers increased from 0.11 in 2001-02 to 0.25 in 2002-03. In 2002-03, the 
average additional debt repayment capacity for milk producers in Queensland and 
northern NSW was $-7480, which meant they were not able to service their current 
debt from dairy income alone, and were using off-farm income, interest subsidies, 
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transfer from other accounts, and/or overdraft facilities to service debt. Increasing 
production levels to increase revenues was not necessarily the most efficient way to 
generate profitability (Busby et al. 2004).  
Figure 6.7: The influence of farm size on returns on investments, return on equity and 
EBIT to sales, 2002-2003 
Source: Busby et al. (2004) 
Profitability, however, was not the only challenge facing producers. Growing big had 
environmental implications, which producers were not used to handling. The drought 
was also resulting in cutbacks to pasture irrigation allocations. Issues such as tree 
clearing, water efficiency, and animal welfare assumed more importance than ever 
before. Even though producers recognised the importance of these issues, they were in 
a changeover phase in their businesses, and were resentful of the increasingly 
stringent regulations. 
“Some issues ... like regional open space, environment ... are becoming over-
regulated. There needs to be some practical common sense inherent in codes of 
practice and get the police out of the system. ... I am not saying that you have the 
right to farm, but you have the right to farm responsibly and with a duty of care. 
As long as you exercise that duty of care you shouldn’t be harassed.”(Producer Da) 
Producers understood that they had to adapt and manage the environmental issues, but 
preferred a shared approach with the authorities rather than being dictated to. There 
was a feeling of distrust of the regulatory authorities amongst the producers. 
“Environment, I think, it is getting way out of hand. The sad part is they don’t 
know what they are talking about; when they come here they have no clue. That 
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is the most concerning thing, it is dictated by the greenies, they come out of 
college and they tell you what to do... There needs to be more consensus; the 
approach should be practical and not text bookish.” (Producer Db) 
In this business environment of volatile inputs costs and output prices, and increasing 
quality and safety regulations, the management skills of producers become critical for 
business success. A strategic outlook towards business is a necessary requirement to 
sustain a dairy farm business. Producers are going to be further tested for their 
management abilities as ABARE projects a bearish outlook on dairy commodity 
prices till 2008-09, beyond a small surge in 2003-2004 (Figure 6.8).  
Figure 6.8: Projected trends in world dairy product prices 
Source: James, Ashton & Hogan (2004) 
Although the projections are for continuing cost-price pressure, many producers 
considered that they were not getting a ‘fair’ farmgate milk price.  
“… the milk price we are getting is not sustainable. Many farms are folding up; 
we have no income for the last 6 months… While veggie prices are going up why 
not milk? Processors are undercutting each other at the expense of the milk 
producers.” (Producer Cb) 
The main milk producer organisation in Queensland, Queensland Dairyfarmers’ 
Organization (QDO), along with its parent, the Australian Dairy Farmers Limited 
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(ADF), spent considerable time lobbying government agencies to obtain a ‘fair’ 
farmgate milk price. Its main thrust was lobbying Australian Competition and 
Consumer Commission (ACCC) to authorize ‘collective bargaining’ by the milk 
producers. 
Bid to obtain a ‘fair’ farmgate milk price 
In the pre-deregulation era, QDO focused on lobbying with the state milk authorities 
setting farmgate milk prices. Its focus was securing a ‘fair’ farmgate milk price and 
market security for its members (Statham 1995). Membership of QDO was a statutory 
requirement for producers pre deregulation, but changed to voluntary with QDO 
restructuring to become a non-profit company limited by guarantee. Though QDO 
introduced a number of other initiatives post deregulation in an attempt to be of 
benefit to members, it still pursued a ‘fair’ milk price. The major focus of QDO post 
deregulation has been ‘collective bargaining’ by milk producers. QDO, and its parent 
ADF, felt that collective bargaining would provide some sense of security to 
members. They also stressed a producer – retailer dialogue as a way to appraise the 
major retailers of the impact of their milk tender processes on the milk producers.  
“We have spent much time and energy on collective bargaining and we have 
gained considerable ground...We will continue to forge ahead for any 
mechanism which evens up the issue of market power through the value chain in 
the industry... I think that the industry structure is still a bit immature post 
deregulation and that the market signals are not functioning properly. There is 
still a lot of work to be done to improve, through the value chain, the market 
system.”  (Industry service provider Da) 
Milk producers, however, had mixed interest in the collective bargaining concept. 
Responses varied from enthusiastic to dismissive. Some producers thought that 
collective bargaining could be used as a tool to take more control of their milk, 
whereas others felt that it was a hangover from the ‘averaging’ era of regulation and 
could not succeed.  
“Collective bargaining is one way industry will mature… Milk Producers need 
to take control of their milk.” (Producer Ba) 
Strategies and Relationships in the Dairy-food Supply Chain: Options for Milk Producers in South-east Queensland 
 
 
 
159
“Bloody waste of time I would say. I would rather operate as an individual… it 
is a hangover from the regulated system with (concepts such as)  co-operatives, 
and groups …and strength in numbers…” (Producer Da) 
“Collective bargaining I don’t think can exist, it’s too hard. Straightaway it is … 
north Queensland farmers against south Queensland farmers; it is big suppliers 
against little suppliers. All those differences are facts of life, you have to get used 
to them.” (Producer Ab) 
ADF lodged an application with the ACCC in March 2001 for authorisation for milk 
producers to collectively bargain with the milk companies. Later that year, in its draft 
determination, ACCC authorised milk producers, until mid-2005, to collectively 
bargain. However, there was an important rider; the collective bargaining by milk 
producers was restricted to within specific geographic regions. It effectively limited 
their bargaining position as most of the major processors were operating nationally 
and across geographical regions, and could source milk from the competing regions. 
Furthermore, joining the collective bargaining group was voluntary. The producers 
and the processors could refuse to engage in collective bargaining. The ACCC also 
authorised ADF to discuss separately, on an individual and voluntary basis, with the 
major supermarket chains, the consequences of tender processes on its members 
(Australian Competition and Consumer Commission 2001b; The Australian Dairy 
Farmers' Ltd 2002).  
National Foods was the only processor to lodge a formal appeal against the ACCC 
ruling (Australian Competition and Consumer Commission 2001c). The National 
Foods argument was that in areas such as Western Australia, far north Queensland, 
Tasmania and central New South Wales there was a possibility of drinking milk 
monopolies emerging. It might result in monopoly rents being obtained by producer 
groups due to the remote nature of the regions and the impracticality for the processor 
to bring in milk produced in other regions. Following a discussion between National 
Foods, ADF and ACCC, a consensus was arrived at to allow collective bargaining. 
Processors, however, remained sceptical about its relevance. 
“I think it is a political thing, a feel good thing. But I can’t see how you can 
manipulate the market to get a better return, as we don’t manipulate the 
marketplace to get our return.” (Processor Ea) 
Strategies and Relationships in the Dairy-food Supply Chain: Options for Milk Producers in South-east Queensland 
 
 160 
Dairy Farmers was also defensive, stating that collective bargaining was not relevant 
in the context of a cooperative as the producers already ‘own’ the company.  
“Well, there is no point in having it (collective bargaining) in the context of a co-
operative. If you come along and argue a price out of me and someone else can 
argue a different price, what is the point of having a co-operative?...” 
 (Processor Ac) 
Parmalat, which negotiated with the Premium Supplier Group on a collective basis, 
considered collective bargaining as a way of working closely with the milk producers 
and making them feel empowered, as a ‘trade union organisation’ does. 
“(The collective producer group), as a body representative of farmers, is no 
different from a trade union organisation. We can have responsible trade union 
organisations or irresponsible trade union organisations. So dealing with them 
(collective producer group) will depend on where they sit. But whilst it is a 
responsible organisation, (it) can reflect ...the representation and experiences of 
all farmers ... We feel that is much easier to deal with (the collective producer 
group) than (with) individual contracts...” (Processor Bc) 
Later, in April 2003, the federal government, on the recommendation of the 
Committee to review the Trade Practices Act 1974, agreed to develop procedures for 
collective bargaining by small businesses dealing with large businesses, in order to  
“provide competing small businesses with sufficient bargaining power to 
balance that of big businesses with which they have to deal” 
 (The Commonwealth of Australia 2003). 
 The federal government even allocated funds for training milk producers in the art of 
collective negotiation (O'Loughlin 2003).  
In its 2001 study on the impact of farmgate deregulation on the Australian milk 
industry, ACCC had broadly concluded that: 
“…milk consumers are better off. Australian processors and retailers, therefore, 
have not captured the benefits of deregulation to the exclusion of consumers.” 
 (Australian Competition and Consumer Commission 2001a, p. xvi).  
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The report, however, did note that  
“Before July 2000 farmer prices for market milk were protected. After July 2000, 
the bargaining position of dairy farmers became subject to a set of new 
circumstances although not all their bargaining power was lost with 
deregulation.” 
It is questionable how the collective bargaining concept might work in an 
environment where processors and producers are increasingly entering into individual 
contracts, and relationships are more one-on-one. An industry organisation acting as a 
broker or intermediary to negotiate on behalf of milk producers might not be 
acceptable to the other supply chain members. Major retailers also were not agreeable 
to the ADF’s contention that the tendering process between retailers and processors 
was a catalyst for the decreased farmgate milk prices. Retailers argued that the export 
prices affect farmgate milk price more than the retailers.  
“The farmers under ACCC have the ability to collectively bargain…you also 
have to remember that … only 20% of milk produced in Australia is for domestic 
consumption, rest is exported. So the price of milk is just not lying at the feet of 
the supermarkets. It has a lot to do with the foreign exchange rate...” 
  (Major retailer Ba) 
Retailers contended that they were operating in a marketplace, and tendering their 
milk volumes was a justified commercial way to operate their business.  
“...we don’t dictate terms to our suppliers. We tender our business and tendering 
is a fair process.” (Major retailer Aa) 
Presenting his case in December 2003, Woolworths’ chief executive Roger Corbett 
remarked:  
"The issue here is not simply Woolies (Woolworths) putting up (milk) prices and 
everyone will be happy…That's not the way the market works and everyone knows 
that." (Bolt 2003). 
In its 2002 report to the Senate on prices paid to suppliers by retailers in the 
Australian grocery industry, the ACCC concluded, in response to the question 
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whether there were any likely breaches of the Trade Practices Act 1974, such as of 
Section 46 (misuse of market power),  
“The Commission has not reached the view that there has been a breach of the 
law.” (Australian Competition and Consumer Commission 2002, p. 2).  
A conclusion could be that collective bargaining as a tool to obtain fair farmgate milk 
price for producers will have a very limited impact. During this research only two 
processors were conducting collective bargaining with their producers. Parmalat in 
Queensland and National Foods in Western Australia were collectively bargaining 
with their supplier groups, but these supplier groups were not tendering their milk in 
an open market. They belonged to the respective processors and were discussing their 
milk price every year with their processor without any recourse to an alternative 
market.  
The overseas experiences on formation of supply groups or cooperatives have not 
been encouraging. In the UK around half of all milk supplied to dairy processors goes 
through farmer cooperative milk groups. The dairy industry was deregulated in 1995, 
and processors often use direct milk supply contracts with producers to ensure 
continuity of supply for the liquid milk and key value added products. They then use 
milk cooperatives to supply the remainder of their requirements. The milk supply 
cooperatives believe that they are the price takers in such a negotiation (KPMG 2002). 
The differences in price paid to producers using the two different channels of supply, 
direct or through a milk group, were significant, as Figure 6.9 indicates.  
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Figure 6.9: Milk prices paid by Express Dairies (UK) to direct contract suppliers and 
milk cooperatives 
Source: KPMG (2002) 
The issue of milk price has also become bound up with the exercise of market power 
by the downstream segment of the dairy-food supply chain. A small milk producer 
organisation, Australian Milk Producers Association (AMPA), proposed a ‘re-
regulation’ of the dairy industry to protect farmers’ interests, and was receiving a 
sympathetic reception in the producer community. 
“We were supposed to prosper (as a result of deregulation). What a load of 
garbage. The only way to protect farmers is to re-regulate.” 
 A producer member of AMPA (Bolt 2004) 
A small number of milk producers have taken the opposite approach and have been 
independently exploring new market opportunities for their milk. Producing and 
processing their own milk, selling organic milk, or supplying milk to a niche 
processor each present opportunities. 
Target niche segments 
The niche segments provided opportunities for milk producers to go beyond 
producing undifferentiated commodity, to value add and earn premiums by delivering 
unique products. Four niche processors interviewed for the present research provided 
an interesting mix. Two of them, Barambah Organics and Calvert Farms, were 
initially producers and started processing their own milk after deregulation. The other 
two, Top Spot and Kenilworth were comparatively bigger. Top Spot were sourcing 
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milk from their own farm as well as five other farms to meet with the increasing 
demand. Kenilworth was the largest of these niche processors and was sourcing milk 
from Dairy Farmers. Though Kenilworth did not qualify as a producer-processor, its 
viewpoint was considered important in the current context. The Kenilworth factory 
began manufacturing cheese as a Kraft’s plant in 1952 and specialised in handcrafted 
cheese but was closed in 1989. Six staff members bought the factory and continued 
operations. At the time of the interview Kenilworth was planning to expand into the 
organic sector as a future growth opportunity.  
The niche processor strategies can be summarised under the following approaches: 
• Put a story behind the brand, 
• Differentiate the product offering and the target market from major processors, 
• Develop closer relationships with the clients. 
None of the niche processors could match the resources major processors put into 
brand promotions. Their best chance was to put a story behind the brand. Projecting a 
local and home-grown image, or a David versus Goliath story, or a team of employees 
putting their superannuation money on the table to save a closing factory, were part of 
the local folklore where these niche processors operated. This is not to suggest that the 
niche processors deliberately cultivated these stories, but in regional Queensland and 
to some extent in the metropolitan regions, such anecdotes found a sympathetic 
hearing.  
“...we had an excellent media because it was ‘these fellows are going to do it on 
their own and take on the big fellows’, it was so radical. We once had three 
helicopters from news channels on the same day. Shops ring us; people ring us 
and ask where they can buy (our products). People want Australian made.”  
(Niche processor Ca) 
“(Our unique selling proposition is being a) fully Queensland Company. The 
major processors are an Italian, a Sydneysider and a Victorian, and one may 
soon become a Kiwi.”  (Niche processor Ba) 
“We have not built much of a brand but we are riding on a folk tale of ‘Hey, this 
was the factory which went broke but the workers bought it’, didn’t we do well... 
(But) we have moved from there and it is a competitors’ market to some extent 
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now. So we have to change our mentality and move towards branding issues 
similar to what they (competitors) are doing…” (Niche processor Aa) 
The brand with a story, though a value proposition, does not necessarily reflect the 
added value of the product. Therefore, the niche processors were also differentiating 
their product, offering a distinct image or value. Barambah Organics, for example, 
considered itself in a ‘health food’ market segment, rather than milk. They were 
packing their one litre milk in specially designed glass bottles instead of plastic, and 
did not homogenize the milk. 
“We are selling milk but we are not selling normal milk. We would like to believe 
that we are selling a health food ... And we are continually getting response from 
consumers who say ‘We never drank milk before, and now we are drinking your 
milk’.” (Niche processor Da) 
Similarly Calverts, though not organic, considered its milk fresher and initially even 
advertised as ‘same day fresh’.  
“...people come back to the shop saying ‘We want that milk’...our milk tastes 
better and it is quality, I suppose...” (Niche processor Ca) 
Kenilworth, on the other hand, thought that gourmet cheese, especially handcrafted 
cheese, was less susceptible to competition than the other cheese varieties. Top Spot 
also offered organic milk in its portfolio. 
“I wouldn’t say competition is that important, particularly for our company 
because we are in a gourmet cheese market and our products are totally 
different from everybody else in the market.” (Niche processor Aa) 
These niche processors were also targeting a different market to the large retailers. 
They were focusing on regional towns, home delivery, small independent shops, and 
even specialist export markets. The intention was to avoid direct competition, where 
possible, with the major processors.  
“(Our market is) door to door, no doubt. 90% is door to door whereas 10% is 
small retailers such as corner shops.” (Niche processor Ba) 
Strategies and Relationships in the Dairy-food Supply Chain: Options for Milk Producers in South-east Queensland 
 
 166 
“There is plenty of potential overseas ... I export cheese to Taiwan and Korea. I 
have come back from America and yes, there are possibilities of export of 
organics...I think there is a tremendous growth industry there.” 
 (Niche processor Aa) 
However, it was not always possible to avoid direct competition between the two. 
Major processors can become a threat if they perceive a smaller processor as a 
competitor. 
“Our product was called ‘same day fresh’. Now the big boys went to ACCC and 
said it was not right...they kept on whinging ... and eventually ACCC weakened 
and said ‘You have got to change it’...That is how they get at you; they are at you 
all the time... I am not sure what trick the big boys will pull next.” 
 (Niche processor Ca) 
Another strategy of the niche processors was to cultivate a closer proximity with their 
client base. Servicing a smaller market segment gave them an opportunity to have a 
one-on-one relationship with their clients. It was a way to build customer loyalty.  
“We want to know the names of our customers and that gives us some market 
advantage. If there is any problem in the milk you hear it the next day through 
the milk run and you get to rectify that problem.” (Niche processor Da) 
“... A lot of these shopkeepers have been mistreated, bullied, stood over by the 
big processors, and they are glad to have a smaller processor (supplying 
them)...” 
 (Niche processor Ca) 
However, the niche processors were concerned about losing the ‘niche’ if the market 
got too cluttered with other ‘niche players’. Therefore, they not only had to 
differentiate from the mainstream processing sector, but also within the niche 
segment. 
“The biggest risk is if my neighbour started doing the same thing because his 
cost base is the same.” (Niche processor Ca) 
“People call themselves organic but are not organic, (they) may pull over 
(hinder) organic” (Niche processor Da) 
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Most of these niche processors were operating in small target market segments. 
Eventually, using previous experience as a guide, most of the niche segments were 
likely to be challenged by the major processors. National Foods have acquired King 
Island, Dairy Farmers Cracker Barrel and Fred Walker, and Parmalat Warwick 
Cheese, all of which were present in the gourmet cheese segment. A small local niche 
processor called ‘Mooloo Mountain Milk’ in the Sunshine Coast in Queensland was 
being managed by National Foods. Similarly, Parmalat was present in the organic 
segment.  
A continuing challenge for the niche processors is achieving comparable operational 
efficiencies. They do not have the scale and the resulting economies that large 
processors have. They work with smaller batches, and distribute comparatively 
smaller amounts of products. A challenge often arises when upgrades or growth is 
necessary. 
“You are inefficient because economies of scale don’t exist, so you lose out on 
the margin. Many multinational companies own multi-million dollar machines, 
which we don’t have.” (Niche processor Da) 
An even bigger challenge was to obtain the marketing, financial and people 
management skills. Processing and retailing often fall outside the knowledge and 
expertise of many of the producers turned processors. A new enterprise takes more 
capital, labour, and time to develop, and may even increase risks to the dairy 
operations.  
“It is a small private company that has struggled. It does not have a lot of access 
to capital… We should be spending more into the market... but at the moment the 
priorities haven’t been there yet.” (Niche processor Aa) 
“Now that we are processing our own milk we appreciate the processor’s view 
point as well. Wastage, repairs & maintenance, labour costs ... trying to employ 
people in Australia is unbelievable.” (Niche processor Da) 
“Staff is another threat. Getting people willing to work...too easy to get on the 
dole.” (Niche processor Ca) 
Therefore, the niche segment offered opportunities, but if processors were to avail 
themselves of these opportunities sound managerial and entrepreneurial skills were 
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critical. Most of these niche processors were still grappling with the complexities of 
managing the array of tasks inherent in milk production and processing operations.  
“It’s a big boys’ game. For somebody small it is too risky.” (Niche processor Da) 
6.4 Conceptual issues in processor and producer strategies 
Processor milk supply strategies were in tandem with their strategies at the market 
end and were driven by their market positioning, product mix, and food safety 
requirements. Milk producers’ strategic choices, on the other hand, were limited and 
heavily constrained as a result of the limited resources and evolutionary paths. They 
could either align their business goals, individually or in a supply group, with a 
particular processor’s requirements, or they could process their own milk.  
Processing their own milk allowed the producer-processors to achieve gains from a 
value-added involvement along the supply chain. The market positioning of such 
niche processors involved focusing on fewer customers and a tighter product or 
market focus. A narrower focus permitted more concentrated use of fixed resources, 
facilitated the building of customer loyalty, and lowered the threat of retaliation from 
the major processors. Porter’s (1980; 1985; 1998) two generic strategies, cost 
leadership and differentiation, were discussed in the previous chapter. However, 
Porter also suggests a third strategy, focus, which means that the firm should develop 
the ability to serve a particular target customer group very well (often at the expense 
of other potential customer groups). While major processors have pursued a 
combination of price leadership and differentiation strategies, niche processors’ best 
chance to create better economic value seems to lie in the focus strategy.  
For producers selling milk to major processors, aligning with a particular processor 
might be of critical importance. In the feedback from the industry stakeholders, 
processors’ market strength, brand presence and favourable product mix were 
identified as the most important issues (Appendix 5).  
“(It is) important to know processors’ philosophy on how they position 
themselves and their product mix.” (Producer Ca) 
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Analysis shows that the more a processor aligns with the market trends, both on the 
input and output sides, the better the chances of its successful performance (Figure 
5.9). However, a processor’s better performance does not necessarily translate to a 
better income for producers. For example, National Foods negotiated a price increase 
with Woolworths over the duration of 2002 to 2004 on its private label contract, but 
did not increase the farmgate price as a result. On the contrary, National Foods denied 
a link between retail price and farmgate milk price. Rather, it stated that the milk 
supply and demand were linked and were ultimately affected by the international 
product prices (Whitehall Associates 2003a). On the other hand, Parmalat had been 
paying one of the best farmgate milk prices in the region, but does not have a market 
leading position in most of the segments, except for milk, the position of which is 
being encroached upon by private label products.  
Similarly Norco provides a better milk price than Dairy Farmers, but seems more 
vulnerable given its lack of market leadership in any of the product categories. Its 
business performance is contingent on certain alliances such as with Parmalat, and a 
volatile commodity market. Dairy Farmers pays a comparatively lower farmgate milk 
price but has a stronger market orientation. Its market orientation may pose challenges 
to producers to adjust to the requirements. On balance, milk producers need to weigh 
their goals in terms of options available and align with the processors best suited to 
their goals.  
While producers have limited options on market positioning, they may have greater 
manoeuvrability in production. They may need greater emphasis on their strategic 
competencies such as efficient milk production with the ability to meet buyer 
specifications, and compliance with regulatory requirements on environment and food 
safety. Producers also need the ability to understand and comply with their contractual 
obligations and assess where risks lie and who bears them. The milk producers’ 
ability to adapt to the changing requirements may be the most important skill and the 
best initial defence in responding to the emerging supply chain dynamics.  
There are implications for the conceptual model from this discussion. In the previous 
chapter, it was argued that both resource-based and market-positioning views were 
necessary for successful business strategy. While the current discussion supports that 
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argument, the milk producers’ situation demonstrates that not all participants in the 
supply chain may need, or have the option, to put equal emphasis on the two aspects. 
In the case of milk producers, a greater emphasis on strategic competencies may 
balance the limited options available with regards to market positioning. Furthermore, 
the marketing positioning choices of the upstream supply chain participants are 
contingent on the marketing positioning options pursued by the downstream 
participants of the supply chain.  
Another inference drawn from the discussion on the strategies employed in the 
processor-producer dyad is the interlinking of producers not only with the 
downstream developments in the dairy-food supply chains, but also with the 
developments in the export markets. This was true even for the Queensland or 
northern New South Wales producers whose milk was not being directly channelled 
into the export market to the extent prevailing for Victorian producers. Therefore, the 
dairy-food supply chain does not operate in isolation, but is affected by the external 
environment.     
A modified model, based on the above discussion, is presented below (Figure 6.10). It 
changes the earlier model to the extent of showing the positioning decisions of 
upstream firms (starting at the nth firm) following the downstream firms, and external 
environment influencing the supply chain strategies and relationships.  
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Figure 6.10: A modified version of the conceptual model (linking companies’ business 
performance in a complex supply chain relationship) showing the 
positioning decisions of upstream firms following the downstream firms, 
and the external environment as an influencing factor on supply chain 
strategies and relationships 
6.5 Relationships in processor – producer dyad 
The relationships between processor and producer have transformed with the advent 
of contractual arrangements. Deregulation has also put significant pressures on 
cooperatives to align their goals closer to the market needs, and this often conflicts 
with the member-suppliers’ aspirations. This section focuses on these two important 
issues, that is, contracts as the regulators of the processor – producer relationships, 
and the changing role of cooperatives in their relationships with producers. 
Contract as a coordinator of milk production and supply  
Contracts between processors and producers have emerged as a major coordination 
tool in their business relationships. While producers need an assured market for their 
perishable produce, processors need consistent and reliable milk supply, and a means 
to convey market signals to the producers. A contract fulfils critical roles in the 
business relationship between the producer and the processor. A contract introduces 
greater certainty into milk production and supply allowing allocation of resources 
with greater confidence. It also allows producers and processors to share financial and 
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production risks; as processors guarantee a volume off-take and reward producer 
commitment, they also want producers to share the costs of not meeting volume 
requirements. Furthermore, contracts can be used by processors to motivate 
performance through the use of bonuses and penalties. Contracts therefore have the 
potential to guide clear and factual information exchange between producer and 
processor, and so build firm relationships. 
However, in practice, the implementation of contracts to coordinate the milk 
production and supply was subject to various complicating factors. The most 
important complication stems from the fact that dairy farming is subject to climatic, 
natural and biological variations. Despite bonuses and penalties, many producers were 
finding difficulties with the precision demanded in contracts for milk production.  
“The ... issue that we struggle with in Queensland.... is ... protein. Even the most 
recent bonuses we have added... are all paid on protein in an effort to force 
protein improvements in Queensland.” (Processor Bb) 
In addition, there were cultural barriers of habits and routines, as many producers 
were averse to change. Market signals, in such cases, were not sufficient to induce 
change. 
“The quality requirements do not reflect the cost of production.” (Producer Bb) 
“...on quality accreditation, we had tremendous resistance from some of our 
farmers. The old classic argument (from milk producers) was ‘Aren’t we (the 
processors) going to pay more for this quality accreditation’, and we then 
responded that ‘Unless you have it as a minimum, we are not even interested in 
your milk’.” (Processor Bb) 
Furthermore, producers were uneasy and ill-equipped for contract evaluation and in 
negotiations. For example, many producers were in a state of denial that the farmgate 
milk prices were subject to market fluctuations.  
“The one thing that I don’t like about the situation is that we sit there annually 
and negotiate (farmgate milk) price …this (farm) business takes the position that 
the current contract price now is the minimal contract price and that it must 
move forward from there.” (Producer Da) 
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An analysis of the contracts suggests the greater bargaining capacity of the processors. 
Many clauses in the contracts stated processors’ discretionary powers, and were open 
ended. For example, a clause in one of the contracts reads “(The processor) may 
change the (processor) Policies at any time in the future as (the processor) in its 
absolute discretion believes necessary”. Producers were concerned about such 
clauses. 
“...shocker of all rules is the one clause in the book (contract) which says that we 
(processor) reserve the right to make a new rule if we found we haven’t covered 
it in the existing rules. So how do you sign a contract or how do you write a 
contract like that with anybody?” (Producer Ba) 
In addition, even though the contracts were normally signed for a period of one year, 
many processors could vary the contracted price with three months’ notice.  
“The main issue of concern in the contract is ‘if there is a change in industry 
structure they can change our (milk) price’. So what is the meaning of that? I am 
not asking for 3 cents/litre extra because it is dry. They are ‘guaranteeing’ the 
price but they can change it.” (Producer Db) 
The discretionary powers of processors in the contract extended to the imposition of 
liquidated damages. For example, liquidated damages for undersupply in some of the 
contracts were calculated by the processor in its ‘absolute discretion’, and the milk 
producer was required to pay the damages for that period.   
The contract ‘negotiations’ between the processors and the producers were often 
confused with the personal relationships between the producer and the processor 
representatives. For example a processor representative claimed that the liquidated 
damages clause, which was legally enforceable, was just a deterrent and would not be 
applied as long as the producers were ‘compliant’. 
“…we are not going to apply liquidated damages on people who are not going 
to meet their volume provided they have given us all their milk. Provided that 
they give us correct notice, we won’t apply liquidated damages. We have given 
that commitment. (If) someone sort of disappears, does not give us notice, splits 
the supply, then we will apply (liquidated damages) … I think that is pretty fair.” 
 (Processor Ac) 
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“...there are clauses in the ... contracts that they say they won’t exercise... 
(clauses pertaining to) the penalties on short supplies. They are trying to match 
milk intake exactly to sales and (therefore) penalties on oversupply....I suppose 
... (the) contracts are one-sided and need some softening in some areas...” 
 (Producer Da) 
Despite public statements of the processors, there were no clauses in the contracts 
which relaxed the contractual obligations, except for the force majeure clause which 
related to ‘an act, event or cause beyond the reasonable control of the affected party’, 
and was open to interpretation. Furthermore, by signing the contract the producer was 
acknowledging that she/he had the opportunity to obtain independent legal and 
financial advice in respect of the contract.  
The summative effect was that the contracts increased the producer’s dependence on 
the processor. There was concern in some quarters of the milk producer organisations 
that tailoring milk production to a specific processor might increase the specificity of 
producers’ resources to that particular processor. However, it seems an inevitable 
situation. 
“The farmers are being encouraged to almost work against each other. It is a bit 
unfortunate. One group of the farmers supplying to a processor are being 
encouraged to develop differently than the other group of farmers. They are 
encouraged not to talk to the farmers of the other group, the pricing structures 
(are different for different processors)...that changes how farmers look at their 
future, how they feed their cattle, how their feed budgets are.” 
 (Industry service provider Ca) 
The processors, barring one, required the milk producers to sell all their milk to the 
processor. It gave security of milk off-take to the producer, but also limited some of 
the enterprising producers, preventing them from exploring alternative markets, and 
spreading their risks.  
“We had a proposal from a fellow wanting … to buy my cows and put them in 
my place.  I was to manage them and he would take the milk… And (the 
processor) refused to allow me to do that, and that has meant (loss of) quite a 
lucrative investment and return on my investment.” (Producer Ba) 
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Producers felt vulnerable as they could not match the processors’ better access to legal 
expertise.  
A significant factor reinforcing processor dominance over producer was the corporate 
structure of the processing businesses, compared with the family ownership of most 
of the dairy farm businesses. While processors were businesses with distinct 
characteristics (large size, distinct brands, large distribution networks, heavily 
invested) and were relatively few, there were hundreds of producers, most of them not 
unique. Inevitably, it created greater producer dependence on the processors.  
Traditionally, producers have taken control of their milk by downstream investments 
in the supply chain through cooperatives. However, cooperatives were also facing 
many challenges in a deregulated environment. 
Changing role of cooperatives 
For years, the cooperative model of collectivism provided milk producers with an 
organisation to support the individually weak against economically (and often 
politically) strong sectors of society (Greenwood 1999). 
“I think ... a co-operative... has a bit of leaning towards their farmer members. I 
think there would be a degree of sympathy in the way they would deal with you 
(farmer). Now if you are dealing with a proprietary company, they may be at 
times more ruthless with you...”  (Producer Ca) 
However, cooperatives were facing many challenges in a deregulated environment. 
The cooperatives, as part of the dairy-food supply chain, were trying to align their 
processing, marketing and distribution functions with the retailers’ and the end-user 
needs. But there were challenges in reconciling the need to allocate resources for 
long-term competitive strategies, such as brand development, market expansion, and 
introduction of new technologies, and the member suppliers’ expectations of getting a 
maximum price for farmgate milk.  
“We are a co-operative and our responsibility is to our shareholders, and in this 
instance our shareholders are our suppliers... There are conflicts on what the 
supply side wants and what the demand side dictates...” (Processor Aa) 
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Allocation of resources to innovative long-term strategies becomes critical in a 
turbulent business environment (Katz & Boland 2002). If the member suppliers’ 
motivation to interact with the external competitive environment is limited only to the 
extent of extricating maximum short-term returns in the form of the milk price, then it 
becomes a problem for the long-term development of the competitive strategies. The 
two cooperatives presented interesting viewpoints. Whereas Norco’s objective was 
primarily geared towards maximising returns to its member suppliers, Dairy Farmers 
was trying to find a balance between the member suppliers’ aspirations and the 
commercial needs of the business.  
Norco was vulnerable as it did not have a significant brand presence in any market 
segment. Norco’s ice cream brand presence declined in recent years, with only 0.6% 
of market share in 2003. To keep its ice cream operations viable, Norco was in 
discussion with various third party players and supporting its revenues by contract 
sales, private label and generic products. Dairy Farmers, on the other hand, was trying 
to shift its product mix towards branded products to achieve a more balanced market 
position and was focused on developing brand strength. In 2002-03 Dairy Farmers 
reported a 10% improvement in ‘cents per litre’ revenue over the previous year as a 
result of this shift. 
Cooperatives are ‘takers of all of producer’s milk’, and this can create a problem of 
disposal. While proprietary processors could exactly match their demand with supply, 
cooperatives were finding that difficult.  
“(Our commercial risk is) the fact that I have got limited options for commodity 
disposal. I am at the whim … of what is happening in the skim milk (powder) 
market. …That (makes us) very vulnerable. That worries me.” (Processor Ca) 
In recent years Norco has faced the dilemma of whether to increase its supply base 
and grow, or maintain it at the existing levels. In the first option, the returns to the 
existing milk producers would decline as Norco had only a limited ‘quota’ to place its 
milk in the value added segments. The second option would keep the farmgate milk 
price high, but Norco would be limited in size, and perhaps vulnerable to competition 
in the future.  
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“… there is another dilemma for us…we do have farmers coming back to Norco 
and saying ‘Do you want our milk?’…all of them have got this expectation that 
they will get 34 cents/litre… (But) our board says… if we take any more milk …it 
dilutes (the) returns from packaged milk.”  (Processor Ca) 
Access to capital remains an important problem for both cooperatives. A permanent 
and substantial capital base is required to make the necessary investments in 
manufacturing efficiency and strengthening the downstream linkages. Both Norco and 
Dairy Farmers were raising capital through the compulsory share scheme, which 
involved capital deductions from gross milk returns paid to its members. However, 
these shares have not proved adequate for the capital requirements of either 
cooperative. To provide for additional capital requirements, Norco raised its minimum 
share requirements and introduced a compulsory share scheme for its members in 
2002-03. It also adopted a policy of maintaining 50% of profits within the business 
for capital project opportunities and cash reserves.  
Dairy Farmers has been using debt capital to fund its growth and acquisitions. Its 
interest-bearing debt to equity ratio rose from 0.74 in 1999-00 to 1.10 in 2002-03. In 
recent years, Dairy Farmers management has also been trying to restructure the 
cooperative to allow access to external equity capital.  
“Our view (as a cooperative) is that if we are going to be internationally 
competitive over time, we have got to restructure our business.”  (Processor Ac) 
Converting Dairy Farmers into a publicly listed company had a financial value for 
member suppliers as well. Dairy Farmers as a publicly listed company would allow 
member-suppliers to publicly trade part of their stocks, which would mean they could 
diversify their risks in a secondary market.  
Dairy Farmers has discussed various proposals for restructure with its member-
suppliers. The restructuring attempt in 2001 failed due to concerns about the loss of 
farmer control and doubts about the financial benefits of the plan. It involved a two-
tiered restructuring that would have converted the Dairy Farmers cooperative into a 
company, enabling it to raise external equity, and a separate supply cooperative 
controlled by its member suppliers. The supply cooperative would have controlled 
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75% of shares of the company, effectively locking up the control of the business 
(Mitchell 2003b).  
“Last time it (the restructuring proposal) didn’t get up because farmers were 
hurting a bit price wise; they were concerned that they might lose control, and if 
you are in the outlying area say Chinchilla or Malanda people (processor) may 
not want to pick up your (milk) anymore.” (Processor Ac) 
The Dairy Farmers management was continuing with building consensus amongst the 
members for the necessity of restructure, fully realising the difficulties it posed. 
“It (restructuring) will be more difficult ...a significant majority, have a personal 
bond being a member of the co-operative, so farmer control is important to 
them... That has its downsides in view of the marketplace because there is a 
concern that farmers won’t do anything which is against themselves... (There is 
a) quote saying that ‘the turkey will never vote for the Christmas’, ...We (have) 
tried to get through to them and the farmers ... would (now) understand (that) 
there is only one way...(to) increase the value they hold in their shares, which is 
restructuring.”  (Processor Ac) 
The first stage of the restructure move in 2004 was successful, with members 
approving it in June 2004. This stage allowed for the establishment of a new co-
operative, the Dairy Farmers Milk Co-operative (DFMC) that would purchase its 
members’ milk and supply it to Dairy Farmers Limited (DML) for processing. The 
DFMC will be 100% owned by its members. The DFMC will also own 20% of the 
shares in (a restructured) DML. The Stage 2 restructure would allow corporatization 
of DML, allowing access to external equity, most likely through listing on the 
Australian stock exchange (Silver 2004). The Stage 2 restructure would depend 
whether Dairy Farmers will be able to reconcile the member-suppliers aspirations to 
retain control of the organisation with the need to gain access to external equity 
capital (the restructure of Dairy Farmers and its implications for producers will be 
further analysed in Chapter 8). 
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6.6 Conceptual issues in the processor – producer 
relationships 
The analysis suggests an asymmetry in the processor – producer relationship, with the 
power relationship biased towards processors. Asymmetry here is defined as the 
ability of an organisation to exert power, influence, or control over another 
organisation or its resources. The asymmetry in the relationship could be attributed to 
a number of factors. First, processors have greater bargaining power as hundreds of 
producers supply milk to a limited number of processors. Second, the producer assets 
and resources are now more specifically directed towards fulfilling processors’ quality 
and quantity specifications. Third, there is an information asymmetry, with the 
processor having greater information and knowledge about the market conditions than 
producers. Information asymmetry extends to processors having greater access to 
legal expertise than producers.  
While asymmetry in the relationship gives greater power to the processors, it may not 
be conducive to the long-term success of the business relationship. Hierarchical 
controls, instead of constraining opportunistic behaviour, may actually foster it 
(Ghoshal & Moran 1996). Relationships that are asymmetric in relative dependence 
are more dysfunctional, less stable, and less trusting than symmetric relationships 
(Anderson & Weitz 1989; Stern & Reve 1980). As the findings suggested, producers, 
in many instances, had feelings of bias, inequity and unfairness in their relationship 
with the processors. Contracts were an important facilitator for coordination in the 
business relationship between producer and processor, but they were not sufficient to 
manage different aspects of the business relationship. In addition, because of the 
incomplete nature of contracts, many clauses were open to interpretation and many 
issues were left unstated and implicit between both parties. Greater power capacity 
does not simply equate with coercion, for the relationships are often forged by 
cooperation, even though the terms of this cooperation may be biased in favour of the 
stronger party (Morgan, K. & Murdoch 2000).  
Success in business relationships needs mutual understanding which goes beyond the 
limited stated objectives of the contract. Communication and better relationships 
Strategies and Relationships in the Dairy-food Supply Chain: Options for Milk Producers in South-east Queensland 
 
 180 
between processors and producers were identified as amongst the most important 
issues in the feedback from the industry stakeholders (Appendix 5). Cooperation may 
lead to better adaptation on both sides. The increasing producer asset specificity to 
processors and processors’ increasing involvement in farm services provide glimpses 
into increasing alignment in the processor-producer relationships. 
Acceleration in producer exit from the milk production sector and the resulting 
consolidation is an important development. A rationalised supply base with a limited 
number of larger and well managed dairy farm businesses may lead to increased inter-
dependencies between processors and producers. 
“The reality is that the numbers do not stack up for a hell of a lot of my 
colleagues (milk producers) and they are not going to be there in 4-5 years 
time…We have got to lose another 600 farmers yet and that’s going to happen 
and there will be bigger farmers... I hold no punches on it, that’s the reality. The 
business is going to change to meet the challenges of the future.” (Producer Da) 
Processors relying on a lesser number of producers for milk supplies will necessitate 
greater trust and commitment in the relationship.  
This demonstrates that even though processors have greater power capacity in the 
relationship, a scope for greater cooperation and alliances exists between the 
processors and the producers, with enhanced interdependence. Therefore, the 
relationships between the processors and producers need to be understood from the 
multi-dimensional perspectives suggested in the conceptual framework. 
The current analysis suggests that, in keeping with the overall trends in the dairy 
supply chain, there may be polarisations in the milk supply base. At one end of the 
spectrum will be large ‘corporate’ dairy farms supplying milk to the major processors 
on contract. At the other end will be niche processor-producers serving those niches 
which the scale-oriented processors do not service. These niches could be local, 
fresher, organic products, products processed in a humane and environmentally 
responsible way, or products representing a particular region valued for its 
environment or other attributes. Along this continuum will be producers aligned to 
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supply groups or cooperatives, supplying milk to a particular processor or even in the 
wholesale spot milk market.  
6.7 Summary 
This chapter has analysed strategies and relationships in the processor – producer 
dyad, answering Research Questions 2b and 3b. Processors were following a two-
pronged milk supply strategy of securing a reliable milk supply base and putting 
greater emphasis on farm services for sustainability of that supply base. Contractual 
arrangements between processors and producers have emerged as important tools for 
coordination of business relationships.  
Producers were putting greater emphasis on operational efficiencies and were 
expanding farm businesses to capture economies of scale. However, producers needed 
to grow strategically with clear profitability goals, rather than pursue efficiency for 
efficiency’s sake.  
Producers’ strategies were also focused on obtaining a ‘fair’ farmgate milk price. 
However, analysis showed that the farmgate milk price was linked not only to the 
developments at the retail end, but also the export market. Milk producers may need 
to adapt to a fluctuating farmgate milk price.  A limited number of producers were 
also exploring niche market opportunities and were finding a positive reception in the 
community, based on their local and distinctive product image.  
Contractual agreements between processors and producers have emerged as the main 
coordinator of their business relationships. However, the power relationship currently 
seems biased in favour of the processors. Further rationalising in the milk supply base 
with the advent of larger, well managed corporate farms will facilitate greater 
interdependencies in the business relationships. 
The conceptual model evolving during this research was also modified to 
accommodate the developing discussion on the influence of the external environment 
on the supply chain strategies and relationships, as well as limitations of the market 
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positioning strategies of upstream channel members, which depend upon the market 
positioning strategies pursued by the downstream members. 
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Chapter 7 
 Strategies and Relationships: 
Producer – Input Provider Dyad (Including Capital) 
7.1 Introduction 
Following deregulation there was increased pressure on milk producers to operate 
efficiently and grow strategically, as reduced margins in the packaged milk sector 
resulted in lower farmgate milk prices. The impact of reduced producer milk income 
was exacerbated by drought, which affected the availability and price of key farm 
inputs. As made clear in Chapter 6, the producers needed to concentrate on increasing 
their efficiency and lowering their unit cost of production (not just on producing more 
milk) to increase returns. Managing input costs was an important factor contributing 
to financial returns, and access to capital was critical for any growth plans.  
In this chapter, the strategies and relationships of the producer and input/capital 
provider are discussed. The discussion is divided into five sections. The strategies of 
milk producers, input providers, and capital providers (answering Research Question 
2c, presented in Section 2.6) are described in Sections 7.2, 7.3 and 7.4 respectively. 
Comments on the implications of these strategies for the relationships between 
producers and input/capital providers are given in Section 7.5 (answering Research 
Question 3c, presented in Section 2.6). Important issues arising from the strategies 
and relationships in the producer – input/capital provider dyad are analysed in Section 
7.6. 
7.2 Producer strategies 
Producer strategies with regards to input and capital providers were affected by 
developments post deregulation, and the drought. Both these factors necessitated milk 
producers to access and manage their inputs, including capital, much more efficiently 
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than before. A volatile business environment also catalysed changes in the business 
relationships with input/capital providers.     
7.2.1 Producer strategies with the input providers 
The data presented in Chapter 6 demonstrated how the milk producers faced a decline 
in the total milk income relative to the price of inputs post deregulation. In south-east 
Queensland, feed related costs (purchased feeds, fertiliser, seed, fuel & oil, and 
irrigation costs) were 57% of total milk income in 2002-03 compared with 31% in 
1999-00, with purchased feeds comprising 71% of the total feed related costs (Busby 
et al. 2004). While improving operational efficiency, as discussed in the previous 
chapter, was a key producer strategy in response to the declining terms of trade, 
managing feed-related costs was an important component within this strategy. 
Producers were managing their feed related costs through optimised utilisation of the 
home-grown feed, forward contracting their purchased feed supplies, buying direct 
from the grower, and/or buying collectively. 
Optimising utilisation of home-grown feed was one way to control feed-related costs 
and improve margins.  
“... We see opportunities to grow our own (feed)...vertical integration they call 
it. There are quite a number of operations, not in Queensland but in other states 
that operate that way. They have been able to hold family businesses together by 
giving family members specific parts of the business.” (Producer Da) 
There is a continuing trend in Australia for milk producers to grow and conserve their 
own fodder, reflecting an increased intensity of land use (Figure 7.1). However, due to 
drought and the resulting shortages of water for irrigation, fewer dairy farms (9%) in 
Queensland and northern NSW were achieving the QDAS benchmark of 15 litres of 
milk per cow per day from home grown feed in 2002-03 (Busby et al. 2004). 
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Figure 7.1: Average hay and silage production on Australian dairy farms over the last 
10 years 
Source: Australian Bureau of Agricultural and Resource Economics (2003a) 
The trend to grow and conserve their home grown feed was matched by a steadily 
increasing reliance on the purchases of grain and fodder (Figure 7.2). These changes 
reflected a number of factors, including greater intensification effects of drought, and 
a shift in the location of the milk producers away from high rainfall regions near the 
urban areas to inland irrigation areas. In part, the relocation of the dairy industry was a 
response to high land prices in the high rainfall areas, making farm expansion to 
capture size economies unprofitable (Australian Bureau of Agricultural and Resource 
Economics 2003a). 
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Figure 7.2: Purchased grain and fodder as a proportion of total cash costs in an 
Australian dairy farm over 24 years 
Source: Australian Bureau of Agricultural and Resource Economics (2003a) 
Queensland, with the highest share of its milk production going into the market milk 
segment, used the largest amount of concentrates and grains, measured by total 
kilograms per cow. Being a ‘market milk’ state required year round milk production, 
and feeding of concentrates and grains were required to boost milk production or fill 
seasonal feed shortages. The percentage of farms in market milk states, such as 
Queensland, NSW and Western Australia, that used supplementary feed in 1997-98 
were 99%, compared with 85% in manufacturing milk states (Martin et al. 2000).  
The milk producers were purchasing their feed requirements either in the spot market 
or forward contracting it, with an increasing tendency towards forward contracts. The 
drought in 2002-03 resulted in poor pasture production, increasing the need for fodder 
purchase. In addition, drought reduced the amount of water available for irrigation, 
reducing the capacity to grow fodder on-farm and further increasing demand for 
purchased grain and fodder.  
“Due to the drought, the price of grain is going up, hay is so difficult to get.” 
 (Producer Cc) 
Therefore, it was critical for producers to secure a reliable and consistent supply of 
feed. 
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“...we have signed a 12 months contract. We pay a little bit more but… we know 
the quality is guaranteed and we know we have got it when we want it. So I am 
perfectly happy to pay a premium for that contract.” (Producer Ab) 
 “…on forward contracts I am willing to pay a couple of dollars extra for quality 
and guaranteed supply.” (Producer Ac) 
Forward fixed price and quantity contracts or pre-purchase agreements on purchased 
feed were increasingly being used as a risk management tool by the producers. 
Standard forward contracts included terms of price, quality specifications, the 
duration of supply, quantity of delivery, and the storage charges. In practice, contracts 
varied in the degree of formality. Some had an agreed fixed price and quantity of the 
feed supplied while others had only fixed price with quantity left open-ended. The 
duration of contracts varied between 6 and12 months, depending on the willingness of 
the feed supplier or the producer to commit on price or quantity. Furthermore, 
contracts or pre-purchase agreements were not always possible, especially during 
drought, when many feed suppliers were taking a shorter position, both on price and 
quantity. 
“…if we go back 6 months, we would have probably half of our clients on some 
kind of contracts. The reason for the contract was to secure a particular price 
for a particular period for these people. The way drought has affected grain 
prices and supplies, we don’t think it is possible for us at the moment (to have 
longer term contracts). So it is a bit of freewheeling and taking a shorter 
position.” (Feed supplier Aa) 
Many producers were also buying collectively to gain bargaining power and efficient 
access to the input markets. It positioned them positively in relation to other potential 
purchasers of fodder, and made them an attractive market.  
“We have been (collectively) buying molasses from Mackay Sugars for 12 years 
for all (producers in) CQ (Central Queensland). The bill goes to (the processor) 
and gets deducted from our next month’s pay check. The system is working very 
efficiently. The supply is guaranteed at the right price...we wish we had the same 
thing operating for grain and cottonseed... (it gives a) lot of bargaining 
power...” 
 (Producer Bb)  
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“… Several farmers have got together and bought urea … to pick up some 
bonuses for bulk buying. That works fairly satisfactorily…I am grateful for the 
network of friends that we can work with.” (Producer Ca) 
To enhance their bargaining power, an alliance of feed grain users, known as The 
Livestock Feed Grain User Group (LFGUG), was launched in July 2004. The group, 
comprising industry bodies representing producers of pork, chicken meat, eggs, beef 
and dairy (collectively consuming 10-12 million tonnes of grain a year, about one-
third of national grain production), was established to address supply shortages and 
the associated high cost of feed grain experienced by farmers during the drought. 
LFGUF was planning to work with the grains industry to validate the importance of 
customer focus and build better market relations in the areas of feed grain production, 
procurement and marketing (White 2004; Whitehall Associates 2004). This 
exemplifies that the producers, along with other primary industry members, were 
trying to efficiently source inputs which involved not only negotiating for competitive 
price, but also building relationships to be better positioned to avail themselves of 
discount and credit programs, suitable delivery schedules and quality specifications. 
Even though contracts were a necessary condition in many cases to facilitate the 
coordination of demand and supply, it was not sufficient. The problem of incomplete 
contracts was discussed in Chapter 6 where it was demonstrated that many clauses in 
a contract were open to interpretation and many issues were left unstated and implicit 
between the contracting parties. Furthermore, for producers and feed providers many 
‘contractual arrangements’ were relational in nature, relying on verbal deals and 
repeated interactions. In such circumstances, both parties needed to establish and 
develop relationships that went beyond stated contractual obligations. Such 
relationship formation is discussed in Section 7.5.  
7.2.2 Producer strategies with the capital providers 
The producers did not seem to have any discernable capital-borrowing strategy other 
than shopping around for competitive debt terms, and developing a positive 
relationship with their capital providers. It was largely capital providers who were 
setting the terms of business. 
Strategies and Relationships in the Dairy-food Supply Chain: Options for Milk Producers in South-east Queensland 
 
 
 
189
There is a trend of increasing levels of debt in the Australian dairy farm businesses 
(Figure 7.3). The average dairy farm debt increased at a much faster rate than debt in 
most other agricultural industries in the period prior to 1997, as farms expanded and 
invested in new technologies. This increase in farm debt was generally matched by 
increases in debt servicing capacity as average cash incomes also rose (Australian 
Bureau of Agricultural and Resource Economics 2003b). In the year preceding 
deregulation, however, the increase in farm debt ceased as farmers and their capital 
providers were uncertain about their likely income after deregulation.  
Figure 7.3: Average dairy farm debt in Australia, 1989-90 to 2001-02 
Source: Australian Bureau of Agricultural and Resource Economics (2004) 
Queensland dairy farm businesses mimicked this general Australian trend in 
increasing farm debt over the years (as shown in Figure 7.4). However, the average 
farm debt in Queensland fluctuated more than the national average over the same 
period, especially in 1994-95, a year of drought, and at the time of deregulation.  
Immediately after deregulation, many capital providers in Queensland were concerned 
about the viability of the milk producers in the region. Consequently, the capital 
providers sought to reduce their debt exposure to the dairy industry, although that did 
not necessarily increase the efficiency or productivity of the dairy-farm businesses. 
Reducing and restructuring farm debt were the most common uses of the payments 
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provided under the DSAP and SDAS programs to the milk producers, though some 
producers used adjustment payments to leverage debt, increasing herd size, while 
others used it to supplement income (The SA Centre for Economic Studies 2003). 
“They (banks) put us on an accelerated debt reduction at a time when our 
income took a dramatic hit (at the time of deregulation)... We always intended to 
use our restructure package... to expand and improve our facilities. In essence 
we really had to use that to reduce our debt...” (Producer Ab) 
Overall, the debt to equity ratio in south-east Queensland reduced from 0.16 in 1999-
00 to 0.11 in 2000-01. However, by 2002-03, the farm debt increased with a debt to 
equity ratio of 0.25, indicating that many milk producers continuing in the industry 
were borrowing capital to expand their farm businesses (Busby et al. 2004). 
Figure 7.4: Average farm debt in Queensland, 1989-90 to 2001-02 
Source: Australian Bureau of Agricultural and Resource Economics (2004) 
In summary, milk producers needed to manage their inputs, including capital, much 
more efficiently in a deregulated and drought-affected environment. Producers were 
managing their input costs through optimal utilisation of home grown feed, and 
contracting the purchased feed, either individually or collectively, for security of 
supply. Producers’ access to capital and the terms were essentially regulated by the 
0
40
80
120
160
200
1989-
90
1992-
93
1995-
96
1998-
99
2001-
02
$'
00
0
Strategies and Relationships in the Dairy-food Supply Chain: Options for Milk Producers in South-east Queensland 
 
 
 
191
capital providers, depending on their industry outlook (as evident from their strategies 
discussed in Section 7.4). 
7.3 Input provider strategies 
Input provider strategies in regards to their milk producer clients were shaped by their 
concerns about the dairy milk production sector. 
7.3.1 Issues of concern 
Input providers were concerned about a shrinking buyer base in the dairy industry as 
many producers were exiting, and the trend amongst remaining producers was to 
reduce input costs in response to the fluctuating profit margins.  
“Terms of trade for dairy farmers are increasingly becoming difficult for them to 
remain viable...” (Seed supplier Aa) 
“The trend is towards larger farms ... and those farmers are tending to make 
their own feed and buying their own grain. So there may be a contraction in the 
prepared feed market in the short term. That is a risk.” (Feed supplier Ba) 
Fluctuating milk incomes also made milk producers riskier clients, and the possibility 
of their not paying accounts on time was of concern.  
“Our risk has increased with many (dairy) farmers going bankrupt...” 
 (Feed supplier Ba) 
7.3.2 Strategies 
Input provider strategy was essentially targeted at building relationships with the 
viable and growing producers. In the meanwhile, many input providers were 
tightening their credit norms to avoid bad debts. 
“...our credit control has become far stricter, credit application has likewise 
been upgraded to make sure we have covered all possibilities...beyond that we 
are talking with the farmers to make sure that if he is going beyond our trading 
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terms, we are following him up. And we are probably stricter when to draw the 
line that we can’t supply anymore...we do more credit checks and ask for credit 
references.” (Feed supplier Ba) 
Input providers were also seeking to diversify their customer portfolio and exploring 
new market channels to spread their risks. 
“...We supply to a broad range of industries which include pig, poultry, broiler, 
so ...we survive by spreading our risks...The dairy industry up until deregulation 
was highly profitable but now there are risks, so while we still pursue the (dairy) 
business, we are more careful.” (Feed supplier Ba) 
However, the growing dairy farm businesses were seen as opportunities, and the input 
providers were keen to align and establish business relationships with such clients. 
“...we are working, particularly in the dairy industry, with some of the 
progressive people and they will be (in) dairy farming one way or the other.” 
 (Feed supplier Aa) 
 “The trends are larger farmers...and we will have opportunities to supply to 
larger dairies on a contractual basis with lower margins.” (Feed supplier Ba) 
Input suppliers emphasised a continued focus on quality, reliability, product 
innovation and branding as ways to establish and develop relationships with the 
growing clients. The relationship formation was aided by price competitiveness, 
efficient service, and fulfilling producer requirements. 
7.4 Capital provider strategies 
Capital provider concerns about the milk production sector and the resulting strategies 
had similarities with those of the other input providers. 
7.4.1 Issues of concern 
The capital providers, also, were concerned at the possibility of milk producers not 
being able to service their debt with an uncertain milk income. Previously capital 
providers were able to calculate the producer’s milk revenues to a fair degree of 
accuracy because of the regulated farmgate milk price. 
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“Prior to deregulation we used ... to know when milk producers are going to get 
paid, how much they are going to get paid. Now even though we know when they 
will get paid we don’t know how much they will be paid as reliably as in the 
past.” (Capital provider Ca) 
“...pre-deregulation we could work it (milk income) out to the cent.” 
 (Capital provider Aa) 
With bought-in feed being a major component of milk production costs, capital 
providers also identified the volatility in input prices as a major risk. 
“They (producers) have got seasonal risks, input costs risks, which they are slow 
to manage. They are very high users of grain and in seasons like this, when the 
grain prices are high, they are really under the pump because the margins are 
very tight... they are facing the risk of being unviable in the medium term, plus 
pressure on their equity and inability to stay in the business.” 
 (Capital provider Ba)  
Another issue of concern to the capital providers was a lack of succession planning, a 
plan to deal with either the inevitable or unexpected loss of key individuals, by the 
dairy farm business owners. Most of the dairy farm businesses are family owned, with 
the average age of the owner manager in Queensland being 58 years and of the spouse 
56 years in 2001-02 (Australian Bureau of Agricultural and Resource Economics 
2004; Australian Dairy Corporation 2002a). Succession planning was considered 
critical, as it was directly affected by the propensity of the incumbent to step aside, the 
successor’s willingness to take over, desire among family members to maintain family 
involvement in the business, and acceptance of individual roles (Sharma, Chrisman & 
Chua 2003). To secure their long-term lending to the dairy farm businesses, capital 
providers needed a long-term perspective of these businesses.  
“(Ageing farmers)... is a global problem…the perception out there is that it is 
not a good industry to be associated with for the  young people, (with) long 
hours (and) poor pay. Most of them (milk producers) have no succession 
planning. They may talk about working smarter and more productively but all 
they end up is working harder....everybody is aware of it, but no one knows the 
answer to it.”  (Capital provider Da) 
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“They (producers) have to look at their long-term family plan. Some sons return 
to the farm, some don’t...if the son leaves and works in the town, what does the 
Dad do who is approaching his 70s now... Family issue is a big risk that they 
face... we need to address that.” (Capital provider Ba)  
7.4.2 Strategies 
The capital providers’ strategies were to reassess their dairy business portfolio and 
debt exposure to the dairy farm businesses in the short term, and to establish and 
develop business relationships with the viable and growing customers in the medium 
to long-term. 
Immediately after deregulation, capital providers were reassessing their dairy business 
portfolio and debt exposure to the dairy farm businesses. Reassessing the viability of 
the farm businesses helped to identify the potential problem clients.  
“Certainly, the (dairy) industry rating has fallen considerably because pre 
deregulation we knew exactly what the customer was going to get, (therefore, 
the) level of risk was limited. Now we have to take into consideration the 
volatility of price. So lending to the dairy industry is far more risky and that is 
why we are far more critical in our analysis of any proposal from the industry.” 
 (Capital provider Ba) 
“We are watching the dairy industry very closely...From a portfolio perspective, 
we (have) looked at every dairy producer... we put a very close microscope. We 
developed a model to identify problems ...and ... drilled down to industry specific 
ratios and indicators dealing with cost of production per litre, income per litre, 
interest costs on a per litre basis. And anyone who couldn’t show us a 10% 
variance (margin) between their costs and their income were having problems... 
we have built on that (model) and ... use (it) in our assessment of all new dairy 
producers.” (Capital provider Ca) 
Dairy farm business assessment and due diligence included three important criteria: 
the management ability of the producer, ability to service debt, and the related criteria 
of viability of the farm business. 
Strategies and Relationships in the Dairy-food Supply Chain: Options for Milk Producers in South-east Queensland 
 
 
 
195
“The personal factor is number one, the management ability, how long has he 
been in the industry, what is their attitude to death. That is paramount, I have 
seen plenty of books that look good but a new person takes over and it easily 
goes down the drain. Cash flow viability is number two...we look at their 
historical records, see their financial records, see how they are trading, and then 
(the third is) obviously the security which we need to tie up to secure the banks’ 
interests. Most people have a misconception that security is number one, but if 
you have got the first two right than you don’t have to worry about security. So it 
is people, cash flow and security.” (Capital provider Da) 
“Three areas we consider (for due diligence). The financial side of it, we look at 
their equity, past financial performance and their ability to pay. We look at the 
business itself which is the second major criteria and that includes the business 
assets, the location of the assets, quality of those assets, the rainfall, the soil 
type, the productivity … (of)  the enterprise. The third, which is no less 
important, is the management ability of all applicants involved. We look at their 
physical management ability and financial management ability, because at the 
end of the day, it is the management ability which makes business perform or 
not.” (Capital provider Aa) 
The management capabilities of the producers were considered critical, especially in a 
deregulated environment. Management skills not only included the operational skills 
for efficiency, but also planning skills such as developing business plans, budgeting, 
forecasting, staff management, and financial skills necessary to generate adequate 
cash flows to meet ongoing commitments. Improved management skills enhanced a 
producer’s abilities to source and use information and capitalise on opportunities, and 
manage business succession.  
Similarly to other input providers, capital providers indicated interest in establishing 
and developing long term relationships with the viable and progressive milk 
producers. 
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7.5 Relationships in the producer and input/capital provider 
dyad 
Contractual arrangements, with varying degrees of formality, between the milk 
producers and input providers were identified as an important coordinator of the 
supply and demand. In practice, many producers considered contracts of secondary 
importance compared to a relationship based on better communication, flexibility and 
trust.  
“Our (input) suppliers talk when we order… they let us know the little snippets 
of what is happening … it’s casual … not formal; there is very little formal 
communication at all. With suppliers, I suppose there is a fair bit of trust 
involved in the way you do things.” (Producer Da) 
The relational aspect of the business transactions became even more important 
immediately after deregulation when the producers’ milk incomes were inconsistent 
and the suppliers needed to be reassured of their payment capacity.  
“Probably in the first 12 months of deregulation... we had to be far more diligent 
in keeping our accounts. They (input suppliers) were ready for all (dairy) 
farmers to become bad debtors...they were all waiting for you to go belly up.” 
 (Producer Ab) 
Flexibility in accommodating either party’s operational requirements was also an 
important part of the relationship. 
“I am flexible; I can take it (inputs) when it suits them (input suppliers) to send 
it. We have a good relationship because of that, and there is a bit of advantage in 
there.” (Producer Ab) 
Input providers also acknowledged the need to build relationships with the producers. 
The need for long term relationships was especially important with rationalisation of 
the dairy farm businesses resulting in fewer but larger enterprises.  
“...there are less people buying our product but they are buying more, so even 
though the market for fertiliser is growing ... the number of buyers is not 
changing or slightly decreasing. So we have to make sure that we have the range 
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of products which these clients require in order to attract these clients. So the 
understanding of the client and rapport that you built up with them is critical.” 
 (Fertiliser supplier Aa) 
“... (As producers’) ability to spend money on inputs gets diminished ... they 
have to be particular about their input costs and make sure that they get good 
value for their money. And that is where our role as provider of product and 
information on how to get best value out of it comes in. Not just making a sale 
but trying to help them be more profitable, because if they are not, then we have 
no market.” (Seed supplier Aa) 
Capital providers were also keen to develop relationships with their progressive and 
growing milk producer clients. Developing longer-term relationships allowed capital 
providers to keep track of the business operations of their clients, and assist 
potentially viable producers expand their business.  
“There will be continuous exiting (of milk producers) from the 
industry...centralisation of the milk production, expansion of the surviving farm 
milk production, much larger operations, death of the smaller operations... and 
for me there will be an opportunity to assist sound  producers become bigger.” 
 (Capital provider Ba) 
“... We are plucking good eyes of the business and will leave rest for the 
others...we are more market focused and targeting 25-40% of the top segment, so 
the credit quality won’t deteriorate.” (Capital provider Da)  
Both producers and capital providers also felt that better communication and 
commitment were key requirements in the business relationships. 
“Banker and Accountant are the two most important people for your 
business…they (should) know how I think and I have to know how they think.” 
 (Producer Cc) 
“Key is probably communication...I drive around, talk to my clients. No hard 
sell, just look around, have a cup of tea and say that I want to be a business 
partner...We want to bank with their children.” (Capital provider Da) 
“...it’s a partnership ... staying close to the client. Understanding them is the best 
way. Anybody can do the numbers.” (Capital provider Ca) 
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The findings suggest that the milk producer – input/capital provider business 
relationships were moving towards negotiated coordination, with better scope for 
information and knowledge. While the input/capital providers strove to foster their 
relationships with viable and growing producers and satisfy their product/service 
requirements, there were increasing demands on the producers to upgrade their 
management skills.  
7.6 Conceptual issues in producer and input/capital provider 
strategies and relationships 
The relationships of producers and input/capital providers represent a unique situation 
in the dairy-food supply chain. In the retailer – processor and processor – producer 
relationships the balance of power was biased in favour of the customers as the 
customer represented a significant proportion of the seller’s market. In the case of the 
producer and input/capital provider, however, the customer was significantly smaller 
than the supplier, and the business represented a small proportion of the supplier’s 
turnover, but a large proportion of the customer’s costs. In such a situation the 
observations made in previous chapters, pertaining to the suppliers need to be 
focussed on customers’ expectations, seem questionable. In addition to the reversal in 
power balance, there would appear less need for operational integration and 
multifunctional linkages to achieve customer satisfaction. Therefore the modification 
made in the conceptual model in Chapter 6, where the positioning decisions of the 
upstream chain participants’ were made contingent on the positioning decisions of the 
downstream participants, does not apparently hold in this situation. The suppliers 
(input/capital providers in this case) had a much larger portfolio of clients in diverse 
industries, and hence had a stake in many different supply chains.  
However, the grouping of the feed purchasers, in the formation of LFGUG, provides 
an evidence of the buyers’ emphasising to their suppliers the importance of customer 
focus through development of relationships in areas of grain production, procurement 
and marketing. The customer focus of the suppliers was not only evident for the 
collective groups but also for the larger or growing customers as the input/capital 
providers pursued such customers in a shrinking milk production sector, and were 
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tailoring their products in the target market. Therefore the market positioning options 
of the input providers were still dependent upon the market positioning options 
pursued by their buyers, but only to the extent of their involvement in the supply 
chain, as the input providers had the option of pursuing clients in the other industries 
should the milk production sector decline considerably in a particular region. On the 
basis of this discussion, it can be stated that the modification made to the conceptual 
model in limiting the positioning options of the upstream chain participants on the 
downstream participants still holds, but only to the extent of the chain participants’ 
involvement in the supply chain.  
The situation in the producer – input/capital provider dyad has other inferences for the 
milk producer, namely the importance of market knowledge, negotiations, and 
financial management skills. Bates & Slack (1998) note that in a situation of a small 
customer sourcing from a larger supplier, the small customer needs to be highly 
organised and ‘knowing’ in relation to both their internal structure, and market and 
product knowledge, for a sustainable business relationship with their suppliers. The 
evidence presented in this chapter supports this contention. In Chapter 6 it was noted 
that to be viable, producers needed to grow strategically and be well informed about 
their market and sufficiently aligned to their customers (processors or the niche 
market). The input and capital providers’ were keen to establish and develop business 
relationships with the ‘viable’, ‘progressive’, and ‘sound’ customers. There is 
therefore potential for a sound business relationship between these two groups, though 
the reasons for such coordinated actions differ. 
Another ability identified in Chapter 6, the importance of which is reinforced in this 
chapter, was the ability to negotiate. The negotiation capability of producer was 
critical for efficient sourcing of inputs and capital for dairy farm business. Negotiation 
capability includes the ability to gather effective market information supported by a 
market intelligence network of farming media, conferences and professional support 
that taps into the grapevine.  
“(Our most important source of information is) private consultants... I can get 
better information from them than any of the processors or from the 
QDO…(another source of information is) my network, which is half a dozen 
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(milk) producers throughout Australia, couple from Victoria, couple from 
NSW…we share each other’s business information intimately...” (Producer Da) 
Negotiation capability also includes the ability to develop and pursue a strategy to 
ensure access to input markets, and ability to negotiate on price, specifications, 
services and timing of delivery. Effective negotiation is about understanding the other 
party’s needs and motivations. These skills add up to purchase discounts, better terms, 
and more competitive financing. A related capability is relationship management, 
which includes interpersonal skills to build trust and cooperation with the business 
partners, and negotiating mutually beneficial business agreements. Relationship 
management is critical in negotiating with buyers and sellers, lenders, and alliance 
partners in a collective buyer or seller situation. 
“With the input providers, it is a matter of the relationship that you build up.”  
 (Producer Aa) 
As noted in the comments of capital providers, the financial management skills of 
producers are critical for accessing capital. Financial management skills include the 
ability to make effective use of debt and equity capital, and to establish appropriate 
benchmarks for evaluating financial performance. The ability to achieve performance 
above the liquidity, profitability, solvency and efficiency benchmarks is a critical 
factor in the sustained competitive advantage of the dairy farm businesses (Hoekema 
2003). Producers also need to manage the human and legal risks that the business 
faces. Managing risks necessitates developing backup management that could replace 
the principal manager in the case of an emergency, developing contingency plans, and 
establishing appropriate levels of liability, life, and health insurance.  
Producers with the above capabilities can engage their larger suppliers much more 
effectively and with better leverage than the producers who lack such capabilities. The 
market knowledge of the milk producer needs to be balanced with a focus on the 
internal resources of the farm business. This confirms the proposition of the 
conceptual framework that both the strategic positioning and organisational 
capabilities were required for business success. 
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The findings suggest that the milk producers in future will need to manage an 
increasingly complex dairy farm business. While hands-on, walk-around managers, 
concerned mostly about cost, efficiency and productivity, are still the norm for dairy-
farm businesses, the successful milk producers in future will be more concerned with 
managing money and resources, negotiating contracts and managing relationships 
with the business partners. They will be employing the skills of consultants and 
advisors from outside the business for business and financial advice, and thinking 
strategically about the long-term future of their business (Boehlje, Hofing & 
Schroeder 1999b). 
“Now I am becoming more of a manager with more paperwork, so less time for 
hand-on jobs. So I may have to employ more people.” (Producer Cc) 
“... Farmers need to be better educated; they need to be information chasers. 
The days of being spoon-fed are over and the only way of doing that is to get 
more professionalism into the dairy farmers... (In the US) they have a crop of big 
suppliers who know where every dollar goes... they know how much milk their 
processor wants in 5 years, 10 years, and they have a pretty good idea what their 
milk prices are going to be next year. They have consultants for everything, no 
matter what they want to find out ... But here you go to somebody and ask what 
your problem is and they would say ‘Mate, my biggest problem is that summer 
kikuyu is not as digestible as ryegrass’.  You have been down that road, there is 
no rye-grass that grows all year round, it’s a fact, let us look at a different way 
of solving the problem.” (Producer Ab) 
7.7 Summary 
This chapter has analysed strategies and relationships in the producer – input/capital 
provider dyad, answering Research Questions 2c and 3c. Producers were trying to 
manage their input costs in response to an increasing cost-price squeeze and 
decreasing terms of trade. They were managing their feed-related costs through 
optimised utilisation of the home-grown feed, forward contracting their purchased 
feed supplies, buying direct from the grower, or buying collectively.  
Access to capital was a challenge for milk producers, as capital providers became 
more stringent in their lending to the dairy industry post deregulation. While 
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producers generally shopped around for better borrowing terms, it was generally 
capital providers who were setting the terms for business.  
Post deregulation, both the input and the capital providers deemed dairy farm 
businesses riskier. Recent drought added to the uncertainty. Inconsistent milk incomes 
and continuing change in the industry structure, with many producers exiting, 
prompted the input/capital providers to be more vigilant about their client base. Feed 
providers responded with stricter credit norms and diversifying their client portfolio, 
while capital providers tightened their due diligence criteria.  However, both the input 
and the capital providers were keen to establish closer business relationships with 
viable and progressive customers, as they provided opportunities for future growth. 
To effectively engage their input/capital providers for mutual benefit, the milk 
producers needed to be more professional and effectively harness their internal 
resources, and market and product knowledge. 
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Chapter 8 
Discussion & Conclusions 
8.1 Introduction 
This research has explored the strategies and relationships in the dairy-food supply 
chain in a recently deregulated environment. The nature of the environment, the 
strategies pursued by the retailers, processors, milk producers and input providers and 
the effect of these strategies on the channel relationships were analysed within the 
theoretical framework of supply chain management. In this chapter, the key results 
and conclusions are discussed and summarised in a whole-of-chain perspective, firstly 
through an overview of the conceptual framework, followed by final comments on the 
two key research questions: “What strategies are being followed in the dairy-food 
supply chain? (Research Question 2) and “What is the nature of relationships in the 
dairy-food supply chain?” (Research Question 3) Finally the research question “What 
are the strategic options available to milk producers in a deregulated dairy-food 
supply chain in south-east Queensland?” (Research Question 1) is addressed in light 
of the evidence provided within this dissertation. Lastly, the implications of this 
research for policy and future research are summarised. 
8.2 Key results and conclusions 
This research proposed a conceptual framework in a strategy – relationships 
paradigm. It then framed the analysis and interpretation of the findings at buyer-
supplier dyads within the dairy-food supply chain. In this section, firstly the 
development of the proposed conceptual framework in this study is traced; secondly, 
the strategies and relationships in the dairy-food supply chain are discussed in a 
whole-of-chain perspective.  
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8.2.1 Conceptual development 
Two definitions of supply chain management were used to develop the conceptual 
framework proposed in Chapter 3 (Section 3.2). The first definition identified end-
user satisfaction as the key goal of supply chain management (Figure 8.1), while the 
second definition proposed that the expectation (and motivation) of supply chain 
coordination was the increase in economic value for the chain as a whole, and thereby 
for its participants. A single focus on end-user satisfaction was considered too narrow 
for the dairy-food supply chain.  
Figure 8.1: The dairy-food supply chain 
Accordingly, a conceptual framework was developed proposing that firms enter into 
supply chain relationships, systematically and strategically coordinating their business 
functions, to satisfy end-user needs but with the primary aim of creating better 
economic value for the chain as a whole, and thereby for the individual firm 
participants within the chain. This conceptual framework, arguing for an integrated 
approach, proposed that both industry competition and organisation capability 
perspectives have to be taken into consideration when analysing business strategy. In 
turn, strategy needs to focus on the supply chain along with the firm (Figure 8.2). The 
business strategy at the supply chain level provides a basis for joint decision making. 
The relationships in the supply chain needed to accommodate seemingly conflicting 
elements, such as transaction costs, trust-commitment and power perspectives. It was 
argued that supply chain participants were involved in complex and multidimensional 
relationships, where adversarial and cooperative elements co-existed, especially when 
costs and benefits of the supply chain were shared between the chain participants. 
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Figure 8.2:  A conceptual diagram of an integrated research approach to business 
strategy and supply chain relationships, showing the links between strategy 
at an individual firm level, relationships between firms and strategy at the 
supply chain level 
A conceptual model (Figure 8.3) was proposed for the study showing firms coming 
together in a supply chain relationship with end-user satisfaction as the goal and 
creation of economic value as the motivation. According to this model, each firm 
needs intra-organisation systemic and strategic coordination to stake a market position 
which needs to be backed by adequate capabilities (or strategic competencies). The 
coordination is then extended across the firms as they enter into a supply chain 
relationship. The relationship amongst supply chain participants is complex, multi-
dimensional and simultaneously comprises elements of conflict and cooperation. 
Price
leadership Different iation
Positioning Capability
Business
strategy
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Business strategy at supply chain level
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Figure 8.3: The conceptual model linking companies’ business performance, 
incorporating strategic competencies (capabilities) and market positioning, 
in a complex supply chain relationship 
The findings of this research confirmed the propositions of the conceptual framework. 
The analysis of the strategies and relationships in the retailer-processor, processor-
producer, and producer-input provider dyads demonstrated that strategic positioning 
and performance by a firm formed an ongoing sequence of capabilities-conditioned 
adaptations, which in turn become exogenous events in the environment of the 
managers of other firms. The strategic choices of firms in the supply chain were 
affected by the choices of other participants in the chain. The priority was superior 
business performance at the supply chain level, linked to the performance of 
individual firms within the chain, to ensure sustainable business success. While 
strategic positioning and capabilities were identified as the key aspects affecting the 
success of the supply chain initiative, fostering superior relationships was becoming 
necessary for continual updating of these and the sustainability of the chain (as 
suggested by Hakansson 1987; Henderson & Mitchell 1997). 
The results demonstrated that cost leadership cannot be categorised as a ‘strategic 
positioning’. Instead, price leadership was demonstrated as an effective strategy to 
gain market share; cost leadership became a necessary condition of price leadership. 
In fact, the early concept of exclusivity between price/cost leadership and 
differentiation strategies was challenged. The emerging supply chain and market 
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environment suggested that in order to secure future competitive advantage, chain 
participants needed to focus on the price/cost dimensions together with efforts 
towards differentiation. 
On the basis of the findings, the conceptual model was modified to take account of the 
fact that market positioning choices of upstream supply chain participants are 
contingent, to the extent of their involvement in the supply chain, on the market 
positioning options pursued by the downstream participants. In addition, the supply 
chain is influenced by the external environment, which includes the business, 
regulatory, and social environments. Consequently, a modified conceptual model was 
proposed, which is reproduced as Figure 8.4. This shows the positioning decisions of 
the upstream firms (starting at the nth firm) following those of the downstream firms, 
to the extent of their participation in the supply chain, and the external environment as 
a factor in the supply chain. 
Figure 8.4: A modified version of the conceptual model (linking companies’ business 
performance in a complex supply chain relationship) showing the 
positioning decisions of upstream firms following the downstream firms, 
and the external environment as an influencing factor on supply chain 
strategies and relationships 
Within this framework, in the discussion below some of the key results on strategies 
and relationships in the dairy-food supply chain are revisited, and conclusions, in a 
whole-of-supply chain perspective, are drawn. 
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8.2.2 Strategies and relationships in the dairy-food supply chain 
This research demonstrates that the Australian dairy-food supply chain is in the early 
stages of development with issues of coordination, risk/rewards, strategic fit, and 
power relations undergoing rapid adjustment among the channel members. The desire 
of the chain participants is to coordinate in the pursuit of sustained profitability, and 
this requires the renegotiation of inter-sectoral relationships on an ongoing basis. 
Strategies 
While the strategies of different firms analysed in this research varied depending on 
their corporate philosophy, capabilities, and choice of 
market positioning, a common strategic direction can 
be discerned in the aggregate dairy-food supply chain. 
Strategies of individual firms were interlinked and 
interdependent, and this is demonstrated in Figure 8.5. The retailers have focused on 
increasing market share and lowering cost of business in a bid to create above-normal 
returns on the invested capital. This has led to their pursuing private label strategies, 
and taking control of product movements from the processor to the retailer in a bid for 
supply chain efficiency.   
The processors in turn have sought to strengthen their brand portfolios and pursue 
market leadership strategies to counter increasing private label influence, and at the 
same time use private label contracts to establish multi-functional linkages with the 
retailers. These linkages were critical in achieving a shared view with the retailers on 
the business strategy. Processors were also rationalising, standardising and integrating 
their operations in a bid to achieve cost efficiencies in response to decreasing supply 
chain margins.  
Research Question 2: What
strategies are being followed
in the dairy-food supply
chain?
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Figure 8.5: A diagrammatic representation of the strategies being pursued by retailers, 
processors, producers and input providers, showing the differentiation and 
also the linking of these through the supply chain  
Note: Solid lines show linkages within firms, and broken lines show linkages across firms. 
Security of milk supply was an essential processor requirement, to service 
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in expanding their markets. Processors were increasingly entering into contractual 
agreements with their milk suppliers for a reliable supply base, and putting greater 
emphasis on farm services to ensure sustainability of that base.  
Milk producers were focussing on operational efficiencies. Their industry 
representatives were lobbying with the regulatory authorities to obtain a ‘fair’ 
farmgate milk price, as increasingly the farmgate milk returns were being affected by 
the export market conditions. A limited number of producers were also exploring 
niche markets in a bid to earn premiums by delivering unique products.  
As part of operational efficiency, producers were trying to manage their input costs by 
growing and conserving their own feed, and forward contracting purchased feed 
supplies. Access to capital and credit on inputs were more difficult post-deregulation 
as input and capital providers deemed dairy farm businesses riskier. The input 
providers tightened their credit norms and diversified their client portfolio, while the 
capital providers were more cautious in their due diligence of the milk production 
sector to avoid bad debt. However, both the input and capital providers were keen to 
develop relationships with the viable and growing producers.  
A firm’s capabilities were critical to the strategic choices it made. These strategic 
competencies were identified at various levels in the supply chain and are summarised 
in Table 8.1.   
The retailers’ strategic competencies resided in their ability to discern demand 
dynamics with regards to consumers’ price, quality, safety, and functionality 
requirements. Retailers also needed to innovate in their product range, shopping 
environment, and accessibility in order to meet with these demands. They needed 
infrastructure and coordination skills to work with their suppliers for product 
development on one end, and cost efficiency on the other. On the other hand, 
processors put emphasis on ownership of strong brands, and market leadership in their 
core product categories. Processors also needed an organisational culture which 
facilitated their linkages with the retailers.  
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For milk producers, an efficient milk production system and an ability to meet buyer 
specifications and regulatory requirements on environment and food safety were 
essential. In addition, producers needed the contract evaluation and negotiation skills 
to understand and comply with their contractual obligations, and assess where risks lie 
and who bears them. For milk producers, an ability to adapt to the changing 
requirements in terms of relationship, financial and human resource management 
skills, was identified as critical and the best initial defence to the emerging supply 
chain dynamics. It was suggested that they may need commensurately greater 
emphasis on their strategic competencies in view of the limited market positioning 
options available to them.  
Table 8.1: A summary of the strategic competencies for the four main sectors of the 
dairy-food supply chain 
Supply chain 
participant 
Strategic competency 
Retailer • Ability to gather and interpret end-user signals and convey them through the 
supply chain 
• Ability to meet end-user needs through product and process innovation 
• Ability to coordinate supply chains for operational and cost efficiency 
• Brand resource, either private label or as partnership in processors’ 
proprietary brands 
Processor • Brand resource 
• Market leadership in core product categories 
• Organisational culture facilitating linkages with retailers 
• Ability to gather and interpret data on retail trends 
• Ability to innovate and create new products  
• Operational efficiency and cost competence 
• Adequate logistics and information management infrastructure 
• Ability to deliver across geographic locations 
• Ability to secure a reliable and consistent supply base 
• Ability to pass on market signals to suppliers 
Milk producer • Efficient milk production system 
• Ability to meet with buyer specifications 
• Ability to comply with regulatory requirements including environment and 
food safety 
• Contract evaluation and negotiation ability 
• Knowledge of market, both input and output  
• Ability to decipher market signals and align business goals with them 
• Relationship management 
• Financial management 
• Human resource management 
Input provider • Relationships with viable, progressive and growing customers 
• Satisfying customer product/service requirements in innovative ways 
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The dairy-food supply chain strategies demonstrate two key premises of the 
conceptual framework, namely that positioning and capability are interdependent, and 
that supply chain strategy needs to be analysed at the supply chain level, as well at the 
firm level. The positioning-capability interdependence was demonstrated at every 
level in the strategies pursued by the supply chain participants. For example, retailer 
low price positioning (EDLP) could not be sustained without their ability to lower 
costs of business, which in turn requires the ability to coordinate the supply chain for 
operational and cost efficiency. Similarly, the strategies to give a sense of value to 
customer need to be backed by the ability to gather, interpret and meet with end-user 
needs through product and process innovations. The processors’ strategy of market 
leadership in core product categories needs to be backed by brand resource, while 
their strategy to expand into new markets or service private label products needs a 
secure and reliable supply base and operational efficiency and cost competence. For 
milk producers, the positioning decisions were limited, but whether they aligned their 
business goals with a particular processor or entered niche markets, the ability to meet 
with buyer specifications was critical, as were relationship, financial and human 
resource management skills.  
The importance of strategy analysis at supply chain as well as firm level was also 
illustrated in this research. The linkages between different sectors of the supply chain 
are clearly demonstrated in Figure 8.5. Therefore, the strategy of a retailer firm, or a 
processor firm, or a milk producer needs to be analysed within the overall context of 
the supply chain. Porter (1980; 1985) recognised the importance of buyers and 
suppliers for a proper understanding of objective circumstances that any firm faces; 
however, supply chain analysis extends the concept to include the buyer’s buyer or 
supplier’s supplier. Milk producer strategic options, for example, cannot be discussed 
without an understanding of the retailer strategies. Similarly, a retailer, when 
awarding a private label contract to a processor, would wish to ensure that the 
processor has an adequate supply base which could fulfil the contractual requirements 
for quality and quantity. 
In summary, the integrated research approach in this study, which analysed the 
strategies at the firm, as well as supply chain level, using market positioning and 
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organisational capability perspectives, provided scope to study the research problem 
from different dimensions, thus providing unique insights. 
With the analysis of across-business strategies in the supply chain, relationships 
between the chain participants were identified as one of the most valuable resources 
that the company possesses. Relationships provide direct benefits in terms of many 
valued functions they perform and the resources they help create and provide access 
to, including knowledge and markets. They also provide indirect benefits because they 
grant access to other relationships, organisations, resources and competencies 
(Hakansson 1987; Hakansson & Snehota 1995; Walter, Ritter & Gemunden 2001). 
However, relationships are complex and multi-dimensional. The conceptual 
framework allowed an analysis, from multiple perspectives, of the relationships 
between chain participants; these relationships incorporate seemingly contradictory 
characteristics and behavioural elements, including conflict and cooperation. The 
discussion of supply chain relationships demonstrates the validity of the assumptions 
made in the conceptual framework. 
Relationships and the processes of chain formation 
There were signs of emerging alignments in the dairy-food supply chain, as the 
retailers formed relationships with specific processors in 
search of a strategic fit, while processors sought 
producers able and willing to supply to their 
specifications. Producers were in turn forming relationships with input and capital 
providers to better manage their input costs and competitively access capital required 
to grow the farm business. Some of the key aspects identified in the processes of 
chain formation were supply base reduction, longer-term relationships, multi-
functional linkages and increased communication amongst the channel members. 
These processes are shown in Figure 8.6. 
Research Question 3: What is
the nature of relationships in
the dairy-food supply chain?
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Figure 8.6: A summary of the forms of the relationships being developed in the dairy-
food supply chain in south-east Queensland  
Note: Stronger alignment amongst chain participants is shown by solid lines, whereas dotted lines 
indicates developing relationships. 
The firms in the dairy-food supply chain were using a reducing number of qualified 
suppliers to source their products. The supplier contracts were also becoming longer 
term. For example, Woolworths extended its private label contract awarded to 
National Foods by three years instead of two years in 2004, effectively having a five 
year relationship with National Foods on its private label milk contract (Merz 2004; 
Whyte 2004). Increasing National Foods brand presence in Woolworths’ stores was 
part of the arrangement (Section 5.3, Whyte 2004). National Foods was also making 
Woolworths-specific supply chain investments, including cost sharing in supply chain 
modifications and dedicated electronic direct store delivery (eDSD) systems (National 
Foods Limited 2003). Dairy Farmers on the other hand was a ‘strategic planning 
partner’ with Coles, and a ‘royal supplier’ to IGA. Parmalat had multi-functional 
linkages with both the major retailers and the independent banner group. However, it 
was consistently losing out on the private label contracts with the retailers. It lost 
IGA’s Queensland private label contract to Dairy Farmers and IGA’s Victoria 
contract to National Foods in 2003 (Whitehall Associates 2003a). Its only Coles 
private label contract in Victoria, worth about 40 million litres, was uncertain in 2004 
due to the uncertainties caused by its parent company’s insolvency and its limited 
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capacity to invest in the business to improve processing and logistics efficiencies 
(Mitchell 2004b). 
The emerging retailer-processor alignments were influencing the processor 
relationships with the producers as well.  The processors were engaging producers in 
ongoing contracts with suitable incentives and exit barriers. The flow-on effects of the 
developing retailer-processor relationships to the producers were evidenced by the 
National Foods assertion that the Woolworths milk supply contract would allow 
National Foods “to look at entering long-term contracts with our own suppliers, 
providing them with greater certainty for the future” (Peter Margin, Managing 
Director of National Foods, quoted in Merz (2004)). Producers and input-providers 
were also increasingly entering into contractual arrangements and building a longer-
term relationship, as input and capital providers tried to re-establish their markets in a 
shrinking buyer base in the milk production sector. 
The developing relationships in the dairy-food supply chain signal that the initially 
weak inter-dependence between firms, associated with pre-deregulation market 
relations, is transforming into mutual dependence. There is increased scope for 
organisational learning, where activity patterns of the firm are purposefully modified 
as a consequence of a firm’s interactions with its environment. Organisational 
learning facilitates flexibility in responding to the market and supply chain dynamics. 
This learning process is developing in all sectors of the chain, regardless of co-
operative, public or private structure. The findings illustrate how organisational 
learning between retailers and processors was facilitating coordination on policies 
related to stock holding, product development, production processes and payment 
routines. At the processor-producer level, processors were increasingly involved in 
farm services, and producers were adapting to the processor-specific quality, food 
safety, and milk quantity requirements. 
While at the moment the chain members engage in interactive planning with key 
members of their supply base, in future they may take the next step and start to view 
the supply chain as a tool from which to develop common cross-organisational 
strategies. Supply chains in which the firms are embedded in upstream and 
downstream flows of resources and information, can influence the nature of 
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competition and profitability beyond traditional measures of industry competition 
(Gulati, Nohria & Zaheer 2000). Traditionally, firms have focussed on the intra-firm 
creation of strategic competencies to create a favourable market positioning (Barney 
1991; Prahalad & Hamel 1990), but the supply chain can also be seen as an origin of 
unique resources creating inimitable and non-substitutable value (Gulati, Nohria & 
Zaheer 2000). Especially in an uncertain and volatile environment, the firm’s success 
is determined by its dynamic capabilities, i.e., the ability to integrate, build and 
reconfigure internal and external competencies (Teece, Pisano & Shuen 1997). This 
suggests a greater reliance on strategic suppliers and buyers to support non-core 
requirements. 
However, a major constraint in the chain formation is the complexity and diversity of 
interest. Since the chain is composed of multitudes of firms, many barriers must be 
overcome in order to develop common cross-organisation strategies. The findings of 
this study revealed elements of uncertainty and conflict in the supply-chain 
relationships with issues of power bias, asymmetry, and uneven sharing of risks and 
rewards. The power relationships in retailer-processor and processor-producer dyads 
were biased in favour of the customer, a result of the high level of asset specificity of 
the supplier in relation to the buyer (Figure 8.7). More than 50% of processors’ 
products were being channelled through the major retailers, while a relatively large 
number of milk producer assets were targeted towards fulfilling a specific processor’s 
requirements. Furthermore, the processors were threatened by the increasing private 
label market share, and the milk producers were concerned about the discretionary 
powers of processors in many of their contractual arrangements. 
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Figure 8.7: Factors influencing the relationships between participants in the dairy-food 
supply chain in south-east Queensland 
The high level of uncertainty in the relationships, linked with a high level of 
asymmetry, raises the potential for opportunism in the relationships. In such a 
situation, one firm could exert power, influence, or control over the other organisation 
or its resources. Such influence could extend to the sharing of risks and rewards in the 
business relationships. The findings demonstrated how retailers and processors had 
difficulty in negotiating shares of the costs involved in supply chain improvements, 
especially given the limited duration of the private label contracts. There were also 
differences with regards to sharing of benefits arising from these improvements. At 
the processor – producer level, producers felt that the milk price did not reflect the 
costs of production, especially when producers had to produce milk year round to 
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fulfil drinking milk requirements of the processors in the region. Furthermore, the 
additional quality and food safety audit requirements, increasing environmental and 
water restrictions and additional input costs due to the drought, all increased the cost 
of milk production. 
However, relationships based on asymmetry or opportunism may not succeed in the 
long-term. Such relations are more likely to be dysfunctional, less stable, and less 
trusting than symmetric relationships. Furthermore, if the channel participants are too 
concerned about opportunistic behaviour, the transaction costs may reach prohibitive 
levels in building transactional and organisational safeguards. Therefore, the 
behavioural assumption of opportunistic behaviour as an a priori disposition  does not 
match with the findings (Jones 2001). A firm’s self interest can lie as much in trusting 
or behaving cooperatively with another firm as in acting opportunistically (Axelrod 
1990). The chain participants had a propensity towards cooperation and mediating 
differences and disagreements rather than behaving opportunistically, as it was 
recognised this would affect the ongoing relationship, possibly making it unreliable, 
and in the future unpredictable. Opportunistic behaviour would mitigate against the 
trend of relying on fewer suppliers and long-term relationships. 
“If you are going to have efficiency, you have to mutually identify problems and 
mutually fix problems. I think that is a more efficient approach than the old 
confrontational approach. We have to see how we, with our processor, 
manufacturer, distributor, and freight manager, can reduce cost and improve 
efficiency…Our motivation is not to push them out of the market, our motivation 
is to deliver a better quality product, our motivation is work with people not to 
screw people.” (Major retailer Aa) 
In the nascent stages of supply chain formation, the elements of conflict and 
cooperation were found to coexist in the relationships. Some theorists claim that an 
element of conflict might even be necessary in order to keep the relationship between 
two companies healthy. Yet a cooperative posture is necessary in order to avoid the 
danger that a relationship becomes a zero-sum game (Hakansson & Snehota 1995; 
Hamel, Doz & Prahalad 2002). 
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With an understanding of the dairy-food supply chain strategies and relationships 
based on a conceptual framework and research method allowing in-depth analysis of a 
complex and dynamic situation, the final research question can be now addressed: 
What are the strategic options for milk producers in the south-east Queensland dairy-
food supply chain? 
8.3 Strategic options for milk producers in the emerging 
business environment 
The milk producers in south-east Queensland now operate in a dynamic, complex, and 
uncertain environment post-deregulation. While 
change and uncertainty are not new to the dairy 
industry, the rate of change has only accelerated. 
While many producers perceive change and 
uncertainty as threats, there are those who see opportunities and understand that 
anticipating them enables managers not just to adjust, but profit. The changes and 
uncertainty for the milk producers in the region stem from a combination of the 
developments in the dairy export markets, processors’ alignments with their target 
markets, the regulatory regime, and the developments in the input/capital markets. 
The milk producer is influenced by many factors in the business environment (Figure 
8.8).  
Research Question 1: What are the
strategic options for milk producers
in the south-east Queensland
dairy-food supply chain?
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Figure 8.8: The business environment around milk producers in south-east Queensland 
Note: Solid lines show direct influence and dotted lines indirect influence. 
Source: Drawn from results presented in Chapters 5, 6, and 7,  with inputs from Spencer (2004a) and 
Rabobank Australia Ltd. (2003b) 
8.3.1 The sources of uncertainty for milk producers in south-east 
Queensland 
The present research identified some of the key sources of uncertainty and change for 
the milk producers. These can be summarised as: 
• The world dairy markets 
• Processors’ market alignments and capacity to grow 
• The input/capital markets 
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• The regulatory environment 
World dairy markets 
The farmgate milk price is increasingly linked to the export dairy product prices 
(Figure 6.2). The international supply and demand balance for manufactured products 
is the key factor affecting world dairy prices. In addition, the consumption trends in 
the major importing countries, world stock levels, and dairy policies of key dairy 
producing regions have an impact on the demand and supply balance. The price that 
dairy companies receive for product sold on the world market is also affected by the 
exchange rates. Even though Asia is a major destination for Australian dairy exports, 
the key exchange rates that affect the Australian dairy industry are the Euro and the 
US dollar (USD). This is because dairy products are traded on the world market in 
USD, and the changes in the Euro versus the USD have a major influence on the 
export offer price for products out of the European Union (EU), the world’s largest 
dairy exporting region. The stronger the Euro, the higher the effective price of EU 
products on the world market and the less competitive they are with Australian 
products (Rabobank Australia Ltd. 2004). 
Processor alignments and capacity to grow 
Processors’ market alignments have a major impact on how they contract their milk 
producers. Furthermore, processors’ corporate philosophy, whether cooperative or 
proprietary, and their product mix, impact on how the contracts are structured. The 
farmgate milk price depends, in addition to the factors mentioned above, on the 
supply competition in the region, and the location and size of the dairy farm business.  
Processors’ emerging alignments with the retailers is a significant development. A 
large volume private label contract held by a processor, for example, provides 
certainty of market for the produced milk, though not necessarily a higher farmgate 
milk price. A market leadership position held by a processor in growing product 
categories also indicates long-term viability of that processing business. To hold on to 
an important retailer contract, and/or sustain and consolidate a market leadership 
position, a processor needs to invest in marketing, product development, and 
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operational efficiency, which require substantial capital. Therefore, a processor’s 
access to capital is critical for its capacity for growth.  
National Foods was the only processor amongst the cases researched with access to 
external equity through its listing on the Australian stock exchange. However, its 
relatively attractive balance sheet, and significant equity held by Fonterra and Dairy 
Farmers, made it susceptible to a takeover bid and providing a future platform for any 
industry rationalisation. Parmalat Australia on other hand was struggling to stay afloat 
owing to insolvency of its parent entity and 100% shareholder; Italy-based Parmalat 
Finanziaria SpA, which was being restructured during mid-2004, with assurances 
from the administrators that Parmalat Australia will be kept in the group’s fold. The 
local bankers of Parmalat Australia had also agreed to continue ongoing credit 
facilities until early 2005. However, uncertainties remain on Parmalat Australia’s 
ability to fund its plans for operational efficiencies and market growth.  
Norco and Dairy Farmers, both cooperatives, had difficulty in accessing capital. 
Norco was trying to raise capital internally from its member suppliers, while Dairy 
Farmers was restructuring to allow access to external equity capital. It was uncertain 
whether Norco would be able to raise adequate capital to fund its strategic growth 
objectives. Another uncertainty in Norco’s future growth was its lack of brand 
presence in any product category, and dependence on its alliance with Parmalat to 
access the drinking milk segment. Dairy Farmers, on the other hand, provided a 
chance of better performance with its market orientation and restructuring drive; but it 
also provided greater uncertainty for its member suppliers. 
The restructuring of Dairy Farmers may have significant impacts on its relationship 
with its member-suppliers. In June 2004, the first tier of restructuring was successful. 
It allowed establishment of a new co-operative to be called Dairy Farmers Milk Co-
operative (DFMC), proposed to be wholly owned by its member suppliers. The 
DFMC would also own 20% of the shares in (a restructured) Dairy Farmers Limited 
(DML). The Stage 2 restructure of DML would allow corporatisation of DML, 
allowing access to external equity, most likely through listing on the Australian stock 
exchange (Silver 2004). There are two important issues for milk producers here: (a) 
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What would be the relationship between a ‘corporatised’ DML and DFMC? and (b) 
How would supplier-members control DFMC.  
The relationship between a corporatised DML and DFMC could lead to change in the 
way that the cooperative related with its supplier members. An investor-owned 
processor focuses on the Return on Investment (ROI) of the processing firm, while a 
dairy cooperative focuses on the ROI of the member-suppliers. There is an essential 
difference in how profits are distributed. Secondly, even as DFMC remains wholly 
owned by member suppliers, it remains to be seen how members control the 
cooperative in terms of the voting rights. Currently one member has one vote, which 
in theory means that all members have equal say. Dairy Farmers has maintained that 
the small dairy businesses will always have a powerful voice in how Dairy Farmers is 
run (Dairy Farmers 2004). However, globally, many successfully restructured 
cooperatives have adopted different rules. Fonterra of New Zealand and Campina 
Melkunie of the Netherlands correlate voting rights with milk supply. Arla Foods, a 
Danish-Swedish cooperative, and Friesland Coberco Dairy Foods of the Netherlands 
have one-member, one-vote at the local level but the amount of milk supplied is taken 
into consideration at a higher level in the cooperative. Dairy Farmers of America, the 
world’s largest cooperative, has one-member, one-vote, but has a complicated system 
which takes milk supply into consideration in certain decisions (Fonterra 2003; 
Zwanenberg 2001). 
Thus Dairy Farmers in Australia will have to resolve issues of the relationships 
between the supply cooperative and a corporatised Dairy Farmers, and the status of 
small farmers within the cooperative, before it moves into the second phase of 
restructure. That is why the first stage of restructure has been described by the 
management as “business as usual”. They have indicated that it will take time before 
moving into the second stage of restructure. 
“Ultimately it is the Board’s intention to proceed to the second stage of the 
restructure. However, we first need to bed down the new structure and 
relationships before asking members to vote on Stage 2” 
 Ian Langdon, Chairman, Dairy Farmers (Silver 2004) 
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Therefore, while Dairy Farmers holds the promise of a profitable future corporate 
company, it also holds uncertainty in its relationship with producers.  
Rationalisation of the milk processing industry has been speculated upon in recent 
years. Most major processor representatives interviewed believed that consolidation 
of the processing industry would increase their market power as it would help expand 
markets, achieve greater cost efficiency, consolidate brands, and modify relationships 
in the supply chain. However, it remains uncertain whether benefits of such a 
rationalisation would flow on to the producers, or increase their dependence on a still 
fewer number of buyers.  
Input/capital markets 
While the output market for the producers remains uncertain, the deregulation in 2000 
and the drought of 2002-03 put availability of capital and feed into sharper focus. 
Feed and capital providers were hesitant, immediately post-deregulation, to do 
business with the milk producers as there was a sudden drop in milk incomes. 
Drought’s impact on input prices, which further squeezed the profit margins due to 
increased input costs, brought home the fact to the milk producers that they were 
operating in a volatile market, on both input and output sides of their businesses. To 
manage the increased uncertainties, many producers favoured a business relationship 
that was longer-term. However, input/capital providers were ready to develop 
relationships only with such producers who, in their due diligence, were viable, 
progressive and growing enough to have sufficient incomes to service their liabilities. 
Regulatory environment 
Like the input and output markets, the regulatory environment for the milk producers 
was also becoming increasingly complex, with issues of water access, environment, 
and workplace health and safety. Irrigation was important as producers placed a high 
priority on growing and conserving their own fodder, to manage input costs. Water 
scarcity and resultant rising water prices will challenge all milk producers to use water 
much more efficiently, particularly as they expand herd size and increase stocking 
rates in pursuit of operational efficiency. The Water Reform Framework (1994) 
proposed by the Council of Australian Governments (COAG), a body of 
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representatives from the federal government and all the states and territories, 
contained elements significant for milk producers, including the requirement to set 
aside allocations for the environment and to introduce an integrated catchment 
management approach to water resource management. The framework also proposed 
separation of water property rights from land, with those rights being fully tradable 
within systems limitations. Another significant factor is the phasing in of full cost 
recovery (including the costs of management, maintenance and replacement of 
infrastructure) when setting water prices. These reforms may mean less water 
available for irrigation, with questions about certainty of property rights for irrigators, 
and the capacity of producers to pay at the level of water prices. While water policy 
reforms have created uncertainties for producers regarding the availability, security 
and complexity of accessing water, the full implications of changing water 
circumstances and reforms in water policy and management will depend on the 
implementation of current and future policy (Rabobank Australia Ltd. 2003b, 2004). 
Expanding farm businesses also meant that milk producers needed to be better 
managers in handling issues such as effluent disposal, animal welfare, fertiliser use 
and soil fertility. Environmental codes of practice for effluent disposal, animal 
handling, nutrient pollution, and land degradation are gradually being implemented by 
regulatory authorities. To sustain and improve their profitability, milk producers will 
not only have to work within these regulations, but work in a manner which does not 
unduly increase the costs associated with production. 
In addition, as external labour becomes an important requirement for growing farm 
businesses, milk producers will need to increasingly adopt occupational health and 
safety requirements to prevent injuries associated with working on dairy farms. This 
issue is related to the issue of milk producers’ capabilities to manage human resources 
on the farm. Most of the producers interviewed for the present research were 
uncomfortable with the idea of employing external labour to enable a growing 
business. 
“The problem with deregulation is that you have got a deregulated milk price 
but you have got a regulated labour market.”   (Producer Ca) 
“We are still maintaining a system that I could handle…trying to keep away 
from having to employ permanent labour…trying to put that day off.” (Producer Ba) 
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This changing, complex and uncertain environment paradoxically co-evolves with 
information overload where information is readily available to the producer on the 
internet, in the media, from industry organisations, consultants, and processors. It is 
not surprising that some theorists claim that in this environment knowledge is now the 
most important economic resource and learning the most important process 
(Archibugi & Lundvall 2001; Stewart 1999; Von Krogh, Ichijo & Nonaka 2000). 
8.3.2 The strategic options for milk producers in south-east 
Queensland 
This research has shown that for business success, milk producers need to align with 
an appropriate processor or a target niche market, solidify their relationships with the 
input and capital providers, and efficiently gear their business to meet with regulatory 
requirements. The producer needs to be adaptable and flexible, and implement a 
broader set of competitive tools, including hybrid strategies of cost efficiencies 
together with differentiated product, and market positioning backed by appropriate 
capabilities. 
On the market positioning aspects, two polarities seem to be emerging in the 
producers’ business approach (Figure 8.9), which needs to be backed by appropriate 
capabilities. One set of producers (few in number) seem to be pursuing a strategy 
where they process their own milk to target the niche market. While most of these 
enterprises studied for the present research were still in their infancy, having been 
started in the last 3-4 years, the capabilities of the producer-processors to innovate in 
developing and marketing their product, and servicing their targeted customers well, 
was helping them break out of the commodity trap and gain a strategic position in the 
supply chain. The challenge for this group is to keep their costs down as the 
customisation of their product may result in extra development and production costs. 
In the short-to-medium term, they have potentially strong rivals in the larger 
processors who are focused on cost leadership and operating in the same market 
segments. In the medium to longer term, when the surviving niche producer- 
processors are better established, they will be challenged not only by the major 
processors trying to make their way into niche segments, but also by other 
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entrepreneurial processors who would be keen to get into the niche segment to break 
away from the commodity trap. 
Figure 8.9: Projected alignments and supply relationships in the processor – producer 
dyad in south-east Queensland 
Note: Solid line indicates greater alignment than the dotted line. Note the trend is suggested to be 
towards the larger producer with private/individual contracts. 
On the other side of this polarisation are the large producers supplying milk on private 
contract to the processors. This research showed that such producers seemed to be 
focusing on one single competitive strategy: price/cost leadership. Increasing herd 
size and intensifying stocking rates were increasing revenues through increased milk 
production, while economies of scale were lifting profit margins. Such producers also 
aimed to ‘differentiate’ their milk to the extent of customising their production to 
target milk price bonuses and incentives signalled by processors, such as those for 
higher milk solid components, better microbial quality, and winter milk. Large 
producers were being targeted by the input providers willing to enter into longer-term 
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contracts with decreased margins. These effects of scale meant that lowering input 
costs for large producers was more achievable than for the smaller producers. Large 
producers often corporatised their farm businesses, and their management capabilities 
then came into sharper focus. Their ability to grow strategically is critical. The 
liquidity of the farm business enterprise, the returns on investment and equity, 
solvency, and efficiency aspects need to be kept in perspective before making any 
choices on the decision paths for future growth (Hoekema 2003).  
Large producers appear to be more closely aligned with processors such as National 
Foods, who work on private individual contracts with producers. National Foods 
focuses on servicing private label contracts on one hand, and market leadership in 
branded products on the other. For National Foods, the relationship with milk 
suppliers was at arm’s length. Milk as a raw material was not a source of competitive 
advantage, but critical in delivering a low cost position. The farmgate milk price was 
linked to the export prices, and a premium paid on average milk price compared with 
that paid by the other processors in the region. While there was a penalty for short 
supply in the contract, the producer also had the option of selling surplus milk in an 
alternative market. This is an important differentiation from other processors, as the 
producer could invest in or supply to the niche segment as an additional revenue 
stream. 
Large producers could also align with Parmalat, which paid a premium farmgate milk 
price and targeted the higher end of the milk and milk products market. However, the 
two tier price mechanism of Parmalat meant that the producers would have to 
substantially invest in the Parmalat’s Daily Access (PDA) scheme to target high milk 
price, or be a part of the one-price group. Large producers could also align with Norco 
or Dairy Farmers; however, in this case, the producer would be either a member 
supplier or part of a supplier group, and party to the cooperative principles of both 
organisations.  
The group of producers in the middle of the two polarities could be sub-divided into 
medium-large and small producers. The medium-large and small producers appear to 
be better off to position their business as a part of supply cooperatives supplying milk 
on generic contractual terms. Aligning with processors such as Parmalat, Dairy 
Strategies and Relationships in the Dairy-food Supply Chain: Options for Milk Producers in South-east Queensland 
 
 
 
229
Farmers and Norco would therefore be preferred. Such producers would need to 
pursue a mixed strategy of price leadership and differentiation. While capabilities 
such as operational efficiency would be important for such producers to achieve 
price/cost leadership, to generate higher revenues they would need to target the 
incentives in the milk price more vigorously, keeping an optimal unit production cost. 
There will be a tendency amongst such producers to grow larger to capture scale 
economies, as well as to better manage the increasing fluctuations in the milk price 
and cost of inputs. However, the requirement to grow would need to be strategically 
managed lest they expose themselves to risks inherent in managing additional capital 
and labour.  
The smaller producer will increasingly be marginalised. These producers will be most 
vulnerable in a volatile business environment, and will find the cost-price squeeze 
difficult to meet in the longer term. The most attractive option for such a producer 
will be in a cooperative environment, as a part of a supply group. Small producers can 
also consider branching out into the niche segments, either in ownership or as a 
supplier. 
Whatever strategic choice a farm business might make, it has to stake a market 
position for growth, even survival. The milk producer will need to be more of a farm 
business manager, capable of identifying the core strengths of the business, 
identifying the forces that shape the changes occurring in the industry, and positioning 
the business to take advantage of the emerging opportunities. The farm business 
manager will make decisions on how to source inputs, how much to produce, and how 
to market. The manager will need to have a clear vision of the direction the farm 
business is headed, and the ability to see the business as a whole, in the context of the 
supply chain (Boehlje, Hofing & Schroeder 1999b). 
8.4 Limitations of the research 
A limitation of this research was that the research analysed supply-chain 
developments in a limited time span, while the supply chain and market environment 
were transitional and dynamic. Therefore, results and conclusions must be regarded as 
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exploratory. However data triangulation, with use of extensive secondary data, 
enhanced the validity of the findings. Furthermore the research approach was not 
merely descriptive, but also predictive of required and future strategies and 
relationships in the dairy-food supply chain.  
Another limitation was that the interviews with some research participants, the milk 
producers and capital/input providers, were in a geographically limited area, in this 
case south-east Queensland. This area is unique within Australia in the combination 
of past regulation of supply and marketing, and changes occurring in processors and 
producers. However, it did prove to be an ideal test case of major adjustment in the 
industry, and it is likely that many findings would apply, at least in part, to other 
regions. The research and analysis of the whole-of-dairy-food supply chain have led 
to an integrated way of thinking about strategies and relationships, which provides a 
unique contribution to the research. 
8.5 Implications for policy 
The present research on the strategies and developing relationships in the dairy-food 
supply chain has relevance for policy makers and practitioners in the dairy and other 
agribusiness sectors. Findings suggested power imbalances in the supply chain 
relationships. Producer representative bodies may need to work together with 
regulatory authorities such as the ACCC to address this through the provisions in the 
Trade Practices Act, 1974. Representative bodies can also work with the Retailer 
Grocery Industry Code of Conduct Committee (RGICCC) to promote fair and 
equitable trading practices amongst the dairy-food chain participants.  
The research identified the asymmetry between processors and producers, especially 
in regards to the discretionary powers of processors in the contractual arrangements 
with the producers. The issue may be addressed by an industry-level dialogue between 
producer and processor representative bodies, or through mediation by regulatory 
authorities. 
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The research findings also confirmed the increasing importance of knowledge as an 
economic resource and of organisational learning as a source of competitive 
advantage. The industry service organisations, therefore, need to direct funding into 
knowledge creation and learning adaptation which assist producers in the longer term. 
To keep pace with the increasing rate of change, the research and development 
activities need to be accelerated to generate efficiencies and improvements. Farm 
business needs to be seen in context of the supply chain and market. Improving 
competitiveness of the industry should be driven at both tactical and strategic levels, 
and not just through operational efficiencies. Learning adaptations should be more 
targeted, given the increasing polarisations amongst the producers. The service 
providers’ ‘extension’ activities also need to be conducted in consonance with the 
processors’ farm service activities, as producers increasingly align and form 
relationships specific to the processors. 
As with the milk producers, policy makers and practitioners need to be aware of the 
challenges in overcoming the barriers to adopting supply chain oriented thinking, 
management practices and relationship development. The present findings 
demonstrated the cultural barriers of habits and routines which made it difficult for 
many producers to change, despite the market signals. There are many social 
implications of producers not being able to adjust in the changing environment and 
seeking government support. 
Conversely, there is an issue of availability of independent information for producers 
who do wish to effectively respond to the changing environment. The processor’s 
greater alignment with the market expectations and priorities in securing a milk 
supply base and tailoring that supply base with its product mix may not necessarily 
match with giving transparent information to the producer on the company situation 
or its future directions.  The policy makers and industry bodies will need to ensure 
that research is carried out in the industry activities, including industry structure, 
business conduct, and performance of various business sectors within the dairy-food 
chain so that adequate knowledge is available to the producers to make informed 
business decisions. 
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8.6 Further research 
Supply chain management theory and practice has developed in response to an 
increasingly complex and competitive business environment. Understanding the 
supply chain dynamics in the dairy-food sector provided insights into effective 
strategies for individual firms and the supply chain, and the evolving relationships 
between the chain participants. Emerging processes of chain formation were identified 
in the present research; significant opportunities exist in examining individual chains.  
The predominant cooperative structure in the dairy-processing sector is also under 
intense scrutiny in the environment where processors are increasingly aligning with 
the market requirements, and searching for external equity to fund their growth 
objectives. The potential conflicts between the market requirements, demands for 
investor capital and the interests of owner suppliers were discussed. Interesting 
opportunities exist to research the processes of cooperatives’ restructuring. 
The present research has gone some way to uncovering the complexity of supply 
chain dynamics in the dairy-food sector. It proposed an integrated view of business 
strategy, with market-positioning and resource based perspectives, in the context of 
the supply chain and the firm. The proposed framework was tested for robustness and 
modified in light of the findings as the research proposed. Further research can extend 
the framework and refine the model.   
8.7 Conclusion 
This research was unique in many respects. It explored the strategic options for milk 
producers in a whole-of-supply-chain environment. In the process, strategies at every 
stage of the dairy-food supply chain were mapped and the complex dyadic buyer-
supplier relationships were explored. The strategies and relationships in the dairy-food 
supply chain were interpreted within a framework combining two different 
approaches in business strategy literature, namely industry competition and 
organisational capability. The analysis was conducted at the supply chain and the firm 
levels, and the relationships were explored from multiple perspectives.  
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Analysis of the dairy-food supply chains illustrates the potential of the supply chain 
concept for exploring dairy-food industry development. Understanding the supply 
chain dynamics provides insights into the potential drivers of change, and the 
resources and capabilities likely to determine chain success in the medium and longer 
term. The future supply chain development will depend on the capabilities of the 
chain participants in operational and strategic management within the firm, and also in 
successfully negotiating linkages within the chain. In addition, the organisational 
structures of both the firms and the chain need to be responsive to changing end-user 
needs and the dynamic business environment.  
The research demonstrated that in addition to the continuous efficiency 
improvements, effective business strategies for individual firms and the supply chain 
will need to be developed and redeveloped to accommodate the dynamic nature of 
Australian dairy-food supply chains post-deregulation. A paradigm shift may be 
required in the way dairy-farm businesses are managed. While continued efficiency 
improvement on-farm is essential, there are additional challenges for milk producers 
in managing their businesses strategically. Being part of a dynamic supply chain 
environment would necessitate taking a position which makes best use of their 
capabilities and resources. The distinctive positioning could be aligning with a 
particular processor, or accessing a niche market. It could be entering into an 
individual contract with a processor or being part of a supply group. The strategic 
choice of the producer will need to be backed by capabilities such as market 
knowledge, strong relationships in the output and input markets, and financial, 
negotiation, and people management skills. 
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Appendix 1 – Interview guides for each supply chain 
level 
Objective 
Identify strategies and relationships in the dairy-food supply chain. 
People involved 
Stakeholders/actors of the dairy industry community 
Data collection 
Semi-structured interviews 
1st Part - Presentations 
Of the student 
Ethics – Confidentiality assurance / Presentation the consent form for signature  
Aims of the study – Brief outline of the study 
2nd Part – Identification & business of the interviewee 
1. Identification of the interviewee (Template for milk producers) 
Name:  Date: Gender: 
Age: (   ) < 30 (  ) 30 – 40  (  ) 41 – 50  (  ) 51 – 60  (  ) >60 
Code: 
Address: 
Phone: 
 
Fax: 
Mobile: 
 
e-mail: 
Activity: ( ) Farm input market   ( ) Milk Producer   (  ) Processor   (  ) Distributor   (  ) Retailer 
               ( ) Capital Provider  (  ) Other:  
Quantitative 
Data 
1. Management structure 
2. Scale of Operation 
a. Number of cows:  
i. Total 
ii. Milker 
iii. Constitution of herds 
b. Size of the farm: ___________ ha   or ___________ acres   
c. Milk production:                 /year                     /day  
d. Frequency of milk collection 
3. Cash Flow / Gross Margin Report 
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4. Capital tied in dairy business 
5. Buying channel 
a. Feed 
b. Fertiliser 
c. Capital  
d. Others? 
6. Sales channel 
a. How long with the current processor? 
b. If changed to another processor, why? 
c. Which factory the milk goes to? 
d. What is the product mix of the factory? 
7. Major source of income: (  ) dairy only  (  ) dairy & other farm    (  ) dairy & 
urban  
8. How many years have you been in the dairy industry?  
9. Are you a member of any dairy industry organisations? Yes / No  Which? 
10. Education: 
a. Level of formal schooling 
b. Continuing learning 
c. Industry seminars / field days 
1. Identification of the interviewee (Template for chain participants excluding milk 
producers) 
Name:  Date: Gender: 
Code: 
Address: 
Phone: 
 
Fax: 
Mobile: 
 
e-mail: 
Activity: ( ) Farm input market   ( ) Milk Producer   (  ) Processor   (  ) Distributor   (  ) Retailer 
               ( ) Capital Provider  (  ) Other:  
Quantitative 
Data 
1. Business structure, history 
2. Scale of operation 
3. Buying channel 
4. Sales channel 
5. How many years have you been in the dairy industry?  
 
2. Request for available information including: 
• Annual reports, 
• Profit & loss statements, 
• Company prospectus, 
• Press reports or briefings, 
• Newsletters, Web addresses, etc. 
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3rd Part – Open-ended questions 
Aim of open-ended questions is to elicit the stakeholders’ thoughts and opinion. It is 
important to listen carefully and let the discussion evolve. However, if the addressed 
aim of the interview is not reached, prompts (presented at the end of this appendix) 
will be used to guide the discussion in the required direction. 
Milk producers 
1. Have you made any changes in your system as a result of deregulation? 
2. What tangible commercial risks do you identify for your business? 
3. What are your contractual arrangements with your buyer / seller? 
4. Have you made any specific investment to strengthen your relationships with your buyer / seller? 
Prompts: 
a. time 
b. capital 
c. people 
d. process & system 
e. brand & reputation 
5. What impact would termination of your relationship with your buyer / seller have on your 
business? Do you have any comparable alternatives? 
6. Are you satisfied with the business performance of your buyer / seller: 
a. in their relationship with you? 
b. in their core business? 
7. What advantages / disadvantages do you hold in dealing with your buyer / seller? 
a. Do you think, given a choice, your buyer / seller will act opportunistically? 
8. Do you feel that you are getting an appropriate share of profits in the milk supply chain? 
9. Do you think that your communication with your buyer / seller needs improvement? 
Prompts: 
a. frequency of personal interaction 
b. amount of printed material 
c. details and trends in prices 
10. What are your most important sources of information? 
11. Who are the most important people you interact with in your business? 
12. Do high milk quality requirements influence your business? 
13. Do accurate and reliable trace-back systems influence your business? 
14. How do you feel about differentiating the milk price based on scale, transportation costs, quality 
attributes, etc? 
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15. What is your opinion on collective bargaining by milk producers? 
16. Are industry players sharing common goals and being open with each other? Do they need to? 
17. Do you think any areas in dairy industry need some kind of regulation? 
18. Does the developments in organics, speciality milk or milk substitutes, impact your business? 
19. How do you feel consumer value of the milk should be enhanced? 
20. What are the emerging trends in the global dairy industry?  
21. Where do you see yourself / your organisation in 5 years, in 10 years? 
Producers processing own milk 
1. What were the main driving forces in the development of your business? 
2. What commercial risks do you identify for your business? 
a. Whom do you identify as your competitors?  
b. Any developments as potential sources of threat to business? 
3. What are your contractual arrangements with your customers and suppliers? 
4. How do you plan to position yourself in the market to improve your competitive position in a 
deregulated environment? 
a. What degree of market penetration, for your products, is foreseeable in future? 
b. Who is your consumer of future? 
5. What is the nature of the relationship your company have with customers? 
a. What are the key driving forces influencing these relationships? 
b. How do you see these relationships developing in the future? 
6. Do you think any areas in the dairy industry need some kind of regulation? 
7. Where do you see your organisation in medium to long term? 
8. What is your outlook on the dairy industry:  
a. at domestic level? 
b. on global level? 
Processors 
Supply side 
1. Have you made any changes in your system as a result of deregulation? 
2. What tangible commercial risks do you identify for your business? 
3. What are your contractual arrangements with your buyer / seller? 
4. Have you made any specific investment to strengthen your relationship with your buyer / seller? 
Prompts: 
a. time 
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b. capital 
c. people 
d. process & system 
e. brand & reputation 
5. What impact would termination of your relationship with your buyer / seller have on your 
business? Do you have any comparable alternatives? 
6. Are you satisfied with the business performance of your buyer / seller: 
a. in their relationship with you? 
b. in their core business? 
7. What advantages / disadvantages do you hold in dealing with your buyer / seller? 
a. Do you think, given a choice, your buyer / seller will act opportunistically? 
8. Do you feel that you are getting an appropriate share of profits in the milk supply chain? 
9. Do you think that your communication with your buyer / seller needs improvement? 
Prompts: 
a. frequency of personal interaction 
b. amount of printed material 
c. details and trends in prices 
10. What are your most important sources of information? 
11. Who are the most important people you interact with in your business? 
12. Do high milk quality requirements influence your business? 
13. Do accurate and reliable trace back systems influence your business? 
14. How do you feel about differentiating the milk price based on scale, transportation costs, quality 
attributes, etc? 
15. What is your opinion on collective bargaining by milk producers? 
16. Are industry players sharing common goals and being open with each other? Do they need to? 
17. Do you think any areas in the dairy industry need some kind of regulation? 
18. Do the developments in organics, speciality milk or milk substitutes, impact your business? 
19. How do you feel consumer value of the milk should be enhanced? 
20. What are the emerging trends in the global dairy industry?  
21. Where do you see yourself / your organisation in 5 years, in 10 years? 
Processors 
Marketing & Sales 
1. Have you made any changes in your system as a result of deregulation? 
2. What tangible commercial risks do you identify for your business? 
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3. How are you positioning your organisation in the market to improve your competitive advantage in 
the dairy industry? 
4. What is the nature of the contractual relationships your organisation has with customers? 
a. What are the key driving forces influencing these relationships? 
b. How do you see these relationships developing in the future? 
5. How do you gather your market intelligence? 
6. Have you made any specific investments to strengthen you relationships with the retailer?  
7. What if this relationship is terminated, what alternatives do you have? 
8. Do you feel that you are getting an appropriate share of profits in the milk supply chain? 
9. What advantages / disadvantages do you hold in dealing with the retailer? 
10. Do you think any areas in the dairy industry need some kind of regulation? 
11. Do the developments in organics, speciality milk or milk substitutes, impact your business? 
12. Where do you see your organisation in medium to long term? 
13. What is your outlook on the dairy industry:  
a. at domestic level? 
b. on global level? 
Processors 
Farm services 
1. How would you describe your role in the dairy industry? 
2. How do you think your role has changed in a post-deregulation environment? 
3. Have milk producers’ needs changed in a post-deregulated environment? Have they been 
addressed? 
4. Given the changed dairy industry environment, have milk producers adapted to the change? 
5. What tools (or skills) do extension officers use (or need) to fulfil service requirements of the milk 
producers? 
6. Are there any personal or organisational barriers that extension officers face in meeting the 
changing requirements of milk producers? 
7. How do you think your (or extension officers’) relationships with milk producers has changed in a 
deregulated environment? 
8. What in your view are the risks being faced by milk producers? 
9. What role do you see for processors or industry bodies in providing updated knowledge and 
market intelligence to milk producers? 
10. Are there options for cross-processor collaboration of extensions officers in a deregulated dairy 
industry? 
11. What role you see for yourself/your organisation in the next 5-10 years? 
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Retailers 
1. Have you made any changes in the way you do business in fresh milk and milk products after dairy 
industry deregulation? 
2. What issues are of most importance in your dealings with your fresh milk & milk product 
suppliers? 
3. How do you think the efficiencies, in logistics and cost terms, can be improved in the dairy supply 
chains? How can the costs be divided? 
4. Do you identify any commercial risks as a retailer of fresh milk and milk products?  
5. What are your contractual arrangements with various dairy processors and manufacturers who 
supply you? 
6. Are you satisfied with the business performance of your dairy product suppliers: 
a. in their relationship with you? 
b. in their core business? 
c. In their co-operation with you? 
7. What are the current trends, as you see them, in the dairy sector? 
a. Generic brands 
b. Organic milk, speciality milks 
c. Consolidation in processing sector 
d. Traceability 
e. Food safety 
f. Quality 
8. Do you have any comment on the market power issues in your relationships with primary 
producers/processors? Profit share in the supply chain? 
9. What are your strategies or priorities in retailing fresh milk and milk products? 
10. How do you find the current regulatory environment? 
11. What is your outlook on the retailing of fresh milk & milk products:  
a. at a domestic level? 
b. on a global level? 
12. Where do you see your organisation in 3-5 years? What will be your focus areas? 
Input (feed, seed, and fertiliser) provider 
1. What services does your organisation provide to the dairy industry? 
2. Sales channel? 
3. Has dairy industry deregulation changed the way you do business with your customers in the 
industry? 
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4. How are you positioning yourself in the market to improve your competitive advantage in a 
deregulated environment? 
5. What tangible commercial risks do you identify for your business from a dairy industry 
perspective? 
a. How do you manage those risks? 
6. What are your contractual relationships with milk producers?  
a. What are the key driving forces influencing these relationships?  
b. How do you see these relationships developing in the future? 
c. Any comment on the regulatory environment governing these relationships? 
7. What, in your opinion, are the risks being faced by milk producers in the context of the dairy 
industry? 
8. What is your outlook on the dairy industry:  
a. at domestic level? 
b. on global level? 
Capital provider 
1. What services does your organisation provide to the dairy industry? 
2. Volume of lending to the dairy industry. 
3. What are your due diligence criteria for lending to dairy industry customers? 
4. What tangible commercial risks do you identify for your business from a dairy industry 
perspective? 
5. How do you manage those risks? 
6. Has dairy industry deregulation changed the way you do business with your customers in the 
industry? 
7. What, in your opinion, are the risks being faced by milk producers, processors and retailers in the 
context of the dairy industry? 
8. What are the financial instruments that may be available to milk producers to avoid, eliminate, 
minimise or control risk exposures? 
9. What are your lending relationships with your customers? 
a. Milk producers 
b. Processors 
c. Retail sector 
10. What are the key driving forces influencing these relationships? 
11. What is your opinion on the regulatory environment governing these relationships? 
12. How do you see these relationships developing in the future? 
13. What is your outlook on the dairy industry:  
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a. at domestic level? 
b. on global level? 
Service providers (Government & Industry) 
1. Organisation structure? 
2. What roles / services does your organisation provide in a deregulated industry? 
3. Has your organisation’s structure undergone any changes as a result of deregulation? 
4. Discussion on relationships between organization and other sectors: - 
a. Milk producers 
b. Processors 
c. Retail sector 
5. From your experience, what are the risks faced by milk producers and how do they manage those 
risks? 
6. Do you think any areas in the dairy industry need some kind of regulation? 
7. What do you think about: 
a. Collective bargaining? 
b. Share of profits amongst milk producers, processors & retailers? 
c. Differentiation of milk price based on scale, transport costs, quality attributes? 
d. Industry players sharing common goals & being open with each other? 
e. Developments such as organic milk, speciality milk & milk substitutes? 
f. How consumer values milk? 
8. What are the emerging trends in the dairy industry:  
a. at domestic level? 
b. on global level? 
9. Where do you see your organisation in 5 to 10 years? 
Various prompts used to aid the discussion 
1. Reasons for working with your buyer/supplier? 
• The number and quality of alternatives 
• The history is such that we understand each other’s business 
• We are better off working together than working independently  
• Working together gives us an edge in the marketplace through: 
o lower costs; 
o better products; and 
o better service 
• Our goals are well aligned and compatible, and we are likely to remain so 
• Our capabilities are complementary, and relevant to our target market 
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• We have a vision of creating more value for our customers by working together  
 
2. At what level in the organisation do you interact with your buyer/supplier? 
 
3. Are you confident that your partner will not act without considering the impact on you? 
 
4. Product characteristics of importance 
• Perishability of milk 
• Price differentiation based on farm scale, milk quality, collection efficiency and reliability of 
supply 
• Quality variable and visible 
• Quality variable and invisible 
• New milk attributes of importance to consumers 
 
5. Regulatory drivers 
• Product liability law (Food Safety Act) 
• Traceability (trace back systems) 
• Competition / Anti-trust policy 
• Product standards regulations 
• Regulation regarding access to financial capital 
 
6. Technological drivers 
• Company-specific technology and thereby buyer’s dependence 
 
7. Socio-economic drivers 
• Consumer lifestyles and preferences 
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Appendix 2: Question – Concept Matrix 
The theoretical underpinnings of the research approach in supply chain management 
and strategic management provided scope and focus to the research questions. Key 
conceptual constructs from literature in strategic management, transaction cost 
economics, relationship marketing with trust/commitment perspective, and power 
relationships were used to draw up the questionnaire. The following table (Table A2-
1) illustrates the Question – Concept matrix used for milk producers.  
Table A2-1: Research Question – Concept matrix used for milk producers 
Research Question Concept 
1. Have you made any changes in your 
system as a result of deregulation? 
Transaction cost economics 
Bounded rationality 
Uncertainty 
Transaction complexity 
 
Strategic management 
Distribution of value 
Profit 
 
2. What tangible commercial risks do you 
identify for your business? 
Transaction cost economics 
Uncertainty 
 
3. What are your contractual arrangements 
with your buyer / seller? 
Transaction cost economics 
Transaction complexity 
 
Relationship Marketing 
Communication 
4. Have you made any specific investment to 
strengthen your relationships with your 
buyer / seller? 
Transaction cost economics 
Asset specificity 
Transaction complexity 
 
Relationship Marketing 
Termination cost 
 
5. What impact would termination of this 
relationship have on your business? 
Transaction cost economics 
Asset specificity 
Uncertainty 
Transaction complexity 
 
Relationship Marketing 
Termination cost 
 
6. Are you satisfied with the business 
performance of your buyer / seller: 
a. in their relationship with you? 
b. in their core business? 
Relationship Marketing 
Relationship benefits 
Shared values 
Communication 
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Research Question Concept 
7. What advantages / disadvantages do you 
hold in dealing with your buyer / seller? 
a. Do you think, given a choice, your 
buyer / seller will act 
opportunistically? 
Transaction cost economics 
Bounded rationality 
Opportunism 
Asset specificity 
Information asymmetry 
Uncertainty 
Transaction complexity 
 
Relationship Marketing 
Relationship benefits 
Opportunistic behaviour 
 
Strategic Management 
Strategic competency 
 
8. Do you feel that you are getting an 
appropriate share of profits in the milk 
supply chain? 
Transaction cost economics 
Information asymmetry 
 
Strategic management 
Power 
Distribution of value 
Profit 
 
Relationship Marketing 
Relationship benefits 
 
9. Do you think your communication with 
your buyer / seller needs improvement? 
Transaction cost economics 
Information asymmetry 
 
Relationship Marketing 
Relationship benefits 
Shared values 
Communication 
 
10. What are your most important sources of 
information? 
Transaction cost economics 
Information asymmetry 
 
Relationship Marketing 
Communication 
 
11. Who are the most important people you 
interact with in your business? 
Relationship Marketing 
Communication 
 
12. How do high milk quality requirements 
influence your business? 
Transaction cost economics 
Uncertainty 
Transaction complexity 
 
13. Do accurate and reliable trace-back 
systems influence your business? 
Transaction cost economics 
Uncertainty 
Transaction complexity 
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Research Question Concept 
 
14. How do you feel about differentiating the 
milk price based on scale, transportation 
costs, quality attributes, etc? 
Transaction cost economics 
Bounded rationality 
Transaction complexity 
 
Strategic management 
Strategic competency 
Distribution of value 
Profit 
 
15. What is your opinion on collective 
bargaining by milk producers? 
Transaction cost economics 
Bounded rationality 
Opportunism 
Information asymmetry 
Uncertainty 
Transaction complexity 
 
Strategic management 
Power 
Distribution of value 
Profit 
 
Relationship Marketing 
Relationship benefits 
Communication 
Opportunistic behaviour 
 
16. Are industry players sharing a common 
goal and being open with each other? 
Relationship Marketing 
Relationship benefits 
Shared values 
Communication 
 
17. Do you think any areas in dairy industry 
need some kind of regulation? 
Transaction cost economics 
Bounded rationality 
Information asymmetry 
Uncertainty 
 
Strategic management 
Power 
Distribution of value 
Profit 
 
Relationship Marketing 
Communication 
Opportunistic behaviour 
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Research Question Concept 
18. Does the developments in organics, 
speciality milk or milk substitutes, impact 
your business? 
Transaction cost economics 
Asset specificity 
Uncertainty 
Transaction complexity 
 
Strategic management 
Positioning 
Power 
Distribution of value 
Profit 
 
19. How do you feel consumer value of the 
milk should be enhanced? 
Transaction cost economics 
Bounded rationality 
 
Strategic management 
Positioning 
Strategic competency 
Profit 
 
Relationship Marketing 
Communication 
 
20. What are the emerging trends in the global 
dairy industry? 
Transaction cost economics 
Bounded rationality 
Information asymmetry 
Uncertainty 
 
Strategic management 
Positioning 
Power 
Distribution of value 
Profit 
 
Relationship Marketing 
Communication 
 
21. Where do you see yourself / your 
organisation in 5-10 years? 
Transaction cost economics 
Uncertainty 
 
Strategic Management 
Positioning 
Key concepts used to construct field research material 
Transaction cost economics 
1. Bounded rationality 
2. Opportunism 
3. Asset specificity 
4. Information asymmetry 
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5. Uncertainty 
6. Transaction complexity 
 
Strategic management 
1. Positioning 
2. Strategic competency 
3. Power 
4. Distribution of value 
5. Profit 
 
Relationship Marketing 
1. Termination cost 
2. Relationship benefits 
3. Shared values 
4. Communication 
5. Opportunistic behaviour 
Various concepts and variables of relevance 
a. Adaptations: extent to which adjustments must be made by buyer and/or seller to process, 
products, or procedures specific to the exchange partner; 
b. Asset specificity (non-retrievable investments): extent to which either party is required to make 
relationship-specific/non-retrievable investments; 
c. Commitment: an enduring desire to make maximum effort to maintain relationship; 
d. Complexity of transaction: how complicated the products, processes, contractual terms, and human 
interactions are; 
e. Comparison level of alternatives: the costs and benefits associated with working with an 
alternative seller or buyer; 
f. Connectedness between transactions: how critical or, alternatively, nonexistent is the 
interdependence between a set of transactions over time; 
g. Cooperation/cooperative norms: reflective of attitudes, expectations, and behaviours the parties 
have about working jointly to achieve common and individual goals; 
h. Duration of transactions: the extent to which the exchange continues over a period of time; 
i. Frequency of transaction: this varies from single or occasional to virtually continuous; 
j. Information exchange: willingness to openly share information that may be useful to both parties; 
k. Intensity or extent of interdependence: degree to which either party has requirements of the other 
that are not immediately available from alternative sources; 
l. Legal bonds: detailed and binding contractual agreements that specify the obligations and roles of 
both the parties; 
m. Mutual goals: strategic and operational outcomes (financial, technical, competitive) from the 
relationship sought jointly by the parties; 
n. Operational linkages/structural bonds: formal, systematic, and structural interfirm ties that 
contribute to each firm’s business operations, such as shared warehousing; 
o. Performance measurement: measurement of either party’s satisfaction with the performance of the 
other, often measured on a number of tangible and intangible dimensions; 
p. Performance uncertainty: Environment change makes it difficult for either party to determine in 
advance how it wishes the other to behave; 
q. Power symmetry or asymmetry of the roles: extent to which relationships are equal or unequal 
where one party may be dominant or submissive; 
r. Shared technology: linkages that are established between the parties in terms of information, 
communication, manufacturing, logistical, and other technologies; 
s. Social bonds: personal ties that develop between or among members of the buying and selling 
organisations; 
t. Trust: confidence in an exchange partner’s reliability and integrity; 
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u. Valence of the relationship: relationships can be classified along a continuum ranging from those 
who are cooperative and friendly to those who are competitive and hostile; 
v. Value extraction: determination of who receives which benefit deriving from the relationship 
Source: Morris, Brunyee & Page (1998) 
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Appendix 3 – Invitation letter and consent form 
TROPICAL 
DAIRY 
RESEARCH 
CENTRE 
 
 
 
 
 
 
 
 
 
Professor Tom Cowan 
Director, Tropical Dairy Research 
Centre 
University of Queensland 
Gatton 4343 
Ph 07 5460 1262 / Fax 07 54601444 
Dated 
 
Name and address 
 
 
Dear (               ), 
 
We are contacting you for an interview as an important stakeholder in the dairy 
industry.  
 
I take this opportunity to introduce Gary Issar; currently doing DRDC funded doctoral 
research in risk management in dairy supply chains at the University of Queensland. 
Gary is well qualified to undertake this research as he has business experience with 
Daewoo & Nestle and holds a graduate degree in dairy technology and a Masters’ in 
business administration.  
 
Research objective: The research aims to identify strategies to manage commercial risks in 
the dairy-food supply chain. It aims to provide a better understanding of the supply chain 
dynamics and propose solutions for more efficient supply chain management. 
 
Interview objective: The objective is to seek your opinion on the financial, strategic, 
relational and marketing issues of importance in the dairy-food supply chain. Your opinion 
will be confidential and coded to be discussed in a focus group meeting. The data gathered 
through the interview process and the resultant analysis is expected to result in important 
findings, both at policy and industry level. The meeting will take approximately 60 minutes.  
 
Gary will get in touch with you shortly to make arrangements about your interview. On the 
day of the interview, he’ll ask you to sign the second page of this letter that relates to the 
ethical requirements of the research. 
 
This study adheres to the Guidelines of the ethical review process of The University of 
Queensland. Whilst you are free to discuss your participation in this study with project staff 
(contactable on (07) 5460 1234), if you would like to speak to an officer of the University not 
involved in the study, you may contact the Ethics Officer on (07) 3365 3924. 
 
I am sure that you will be satisfied with participation in this process. If you have any queries,  
or if you want to contact us, please feel free to write e-mail to g.issar@uq.edu.au.  
 
Yours sincerely, 
 
(Tom Cowan) 
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TROPICAL 
DAIRY 
RESEARCH 
CENTRE 
 
 
 
Thanks for your participation in this interview. This is part of the process for 
gathering data for my research for a PhD thesis. As established in the research 
methodology, I need to tape-record the discussions of this meeting. I need to have you 
consent to do so; therefore please sign at the place indicated below. By signing, I will 
assume that your permission has been given. If you do not agree, please do not sign 
and talk to me about alternative arrangements.  
 
Confidentiality of information is assured, as the data will be kept with me at my 
locked office at UQ, and no names will be shown in any written publication or 
disclosed to any other person or institution. 
 
Thanks you for your co-operation. 
 
 
 
 
Signature of the interviewee…………………………… 
 
 
Interviewee’s name…………………………………….. 
 
 
Organisation…………………………………………… 
 
 
Address…………………………………. 
 
 
Date…………………………………….. 
 
 
Code………………………………….. (Please leave it to be coded later) 
 
This study adheres to the Guidelines of the ethical review process of The University 
of Queensland. Whilst you are free to discuss your participation in this study with 
project staff (contactable on (07) 5460 1234), if you would like to speak to an officer 
of the University not involved in the study, you may contact the Ethics Officer on (07) 
3365 3924. 
 
I am sure that you will be satisfied in attending this meeting. If you have any queries, 
or if you want to contact us, please feel free to write e-mail to g.issar@uq.edu.au.  
 A3-2 
Appendix 4 - Copy of ethical clearance from BSSERC


 
Appendix 5 
 
 
Appendix 5 – Feedback from industry stakeholders 
Feedback from industry stakeholders after completing first stage of data collection 
and analysis 
Introduction 
A feedback session with the industry stakeholders was conducted during November 
2002, in Queensland and New South Wales, after the first stage of data collection 
from March till June 2002 and subsequent analysis. In total, twelve in-depth open-
ended interviews were conducted in the first stage of data collection with the 
representatives of four major processors (two representatives from one processor were 
interviewed), one niche processor and six milk producers. Data was managed and 
analysed using NVivo software.  
Objectives for conducting the feedback session 
The objectives for carrying out the feedback session with the group of participants in 
a workshop setting were: 
1. To obtain feed back from the industry stakeholders on the results obtained from 
the first phase of data collection. 
2. To make a more informed decision with regards to prioritising the results. 
3. To get further opinion on the key issues. 
Sample selection 
The participants represented a mix of convenience and purposive sampling (Robson 
2002, p. 265) in a workshop setting. A series of workshops were being carried out in 
Qld and NSW (four in each state) in connection with the ‘milk business’ project 
funded by Dairy Australia, and jointly managed by University of Queensland, 
Queensland Department of Primary Industries and Fisheries, and New South Wales 
Agriculture, to provide training to farmers, government service providers, processors’ 
farm service providers, and consultants. Two feedback sessions were conducted, one 
in a Queensland workshop and one in a NSW workshop. Details of the sample based 
on participant type in each state workshop, different processors’ representatives, and 
different service provider representatives in the overall sample are given at Tables 
A5-1, A5-2, and A5-3, respectively. 
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Table A5-1: Participant type, in each state workshop 
State/contact 
type 
Consultants Milk 
Producers 
Processors Service 
Providers 
Total 
NSW 4 5 4 13 26 
Qld 2 3 9 8 22 
Total 6 8 13 21 48 
Table A5-2: Overall participant type, processors 
Company Dairy 
Farmers Parmalat Norco National Foods Total 
 6 4 2 1 13 
Table A5-3: Participant type, service providers 
Organisation QDPI NSW 
Agriculture 
TDRC Total 
 7 13 1 21 
Questionnaire 
The questionnaire (or survey worksheets) used in the workshops was based on the 
interviews (the questionnaire is attached at the end of the appendix). It was organised 
under the heading of results for milk producers and processors with three main 
categories for each:  
1. Commercial risks 
2. Response to deregulation 
3. Way forward 
Various responses received from initial interviews were placed under these headings 
on a Likert scale to measure the degree of importance associated by the workshop 
participants.  An option under each heading also gave the opportunity to participants 
to add any other comment they wished which was not covered in the given responses. 
The interview schedule was handed out as the last presentation on the first day and 
was completed by the participants on that day or in the morning session of the 
subsequent day. It was a 2-day workshop where the participants stayed at the same 
premises where the workshop was being conducted.  
Analysis 
Analysis of the data obtained was carried out using the SPSS software package. Data 
was checked for any errors using frequency tables. Missing values were checked and 
two variables which were producing most of the missing values were dropped from 
the analysis (De Vaus 2002, p. 126). For rest of the variables, missing values were 
insignificant and did not affect the analysis. A descriptive analysis of the results was 
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carried out with measurement of central tendency using calculation of mean, mode 
and standard deviation. Results were obtained for the group as a whole and then for 
sub-groups, i.e. processors, milk producers, service providers and consultants. 
Summary of results 
Most important issues (score of 4 or more out of 5) 
Important issues for the overall sample 
(Figures in brackets represent the percentage of sample considering the issue 
important) 
1. Processors’ marketing strategy 
a. Processors finding new consumption opportunities (97.9%)  
b. Processors getting into branded products (85.4%) 
c. Processors expand offshore business of appropriate products in face of static 
domestic demand (85.4%) 
d. Processors finding new retail channels (79.2%) 
e. Expand product mix as a way forward for processors (72.9%) 
f. Expand in domestic market (74.5%) 
2. Farmgate milk price  
a. A realistic and feasible farmgate milk base price (87.5%) 
b. Improved farmgate milk price forecasting and signalling (87.5%) 
3. Relationship between milk producer and processor 
a. Contractual relation 
i. Binding contractual arrangements with milk producers for security of 
supply (81.3%) 
ii. Processors entering into binding contractual arrangements with milk 
producers for better control of operations in term of logistics, quality and 
quantity (79.2%) 
iii. Binding contractual arrangements with milk producers for better 
traceability (68.1%) 
iv. Binding contractual arrangements with milk producers to match 
competition (72.9%) 
b. Milk payment strategy 
i. Processors having farmgate milk price strategy to keep milk producers 
viable (85.4%) 
ii. Change in milk payment strategy to suit composition (79.9%) 
iii. Change in milk payment strategy to suit their supply pattern (79.9%) 
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iv. Communication 
v. Better communication between processor and milk producer (89.6%) 
4. Risks 
a. Risk for milk producer 
i. Weather as a risk for milk producers (87.5%) and processors (75%) 
ii. Fluctuations in input costs for milk producers (79.2%) 
iii. Environmental issues as a risk for milk producers (75%) 
b. Risk for processors 
i. Retailer private labels as a commercial risk for processors (76.6%) 
ii. Loss of major retailer contract for processed milk (68.8%) 
5. Cost efficiency 
a. Milk producers need to monitor costs more closely with benchmarks (81.3%) 
b. Expand herd size (85.4%) 
c. Grow own feed (77.1%) 
Important issues for the milk producers, not included in the overall 
sample results  
Issues considered important by milk producers but not covered in the overall sample 
results. 
1. Input cost management 
a. Improve feed conservation 
b. Longer term contracts on input side 
2. Relationship between milk producer and processor 
a. Collective bargaining as a way forward  
b. Processors having close contractual relationship with milk producers 
c. Inequality in relationship with processor 
3. Milk price 
a. Fluctuating milk price as a risk 
b. Availability of financial instruments to provide security/insurance against 
farmgate milk price 
Important issues for the processors, not included in the overall 
sample results  
Issues considered important by processors but not covered in the overall sample 
results. 
1. Producer need for cost efficiency 
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a. Improve feed conservation  
Important issues for the service providers, not included in the overall 
sample results  
Issues considered important by the service providers but not covered in the overall 
sample results. 
1. Farmgate milk price 
a. Fluctuating milk price as a risk  
2. Increased processor competition for farmgate milk 
Important issues for the consultants, not included in the overall 
sample results  
Issues considered important by consultants but not covered in the overall sample 
results. 
1. Farmgate milk price 
a. Availability of financial instruments to provide security/insurance against 
farmgate milk price  
b. Improved farmgate milk price forecasting and signalling by processors 
c. Fluctuating milk price as a risk  
2. Milk payment strategy 
a. Processors changing farmgate milk pricing strategy to suit their product mix 
3. Risk management by milk producers 
a. Longer term contracts on input side  
b. More attention to long term contract on output side by milk producers as a 
response to deregulation  
4. Managing human resources on farm as a risk for milk producers 
New ideas from the feedback 
New ideas, which emerged from the feedback, were: 
Commercial Risks – Milk Producers 
1. Environment  
a. Land use 
i. Change in local land use 
• Impact both positive and negative on land values 
ii. Pressure from urban encroachment 
• Urban sprawl 
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iii. Impact of council zoning - urban-rural interface 
b. Exotic diseases 
c. Water issues  
2. Business skills  
a. Low skill level of farmer directors in Co-ops 
b. Inability to bargain with processors 
3. Processor related 
a. Market milk sales percent (of processor) 
b. Need for sufficient market milk signals (from processor) 
c. Market milk competition from new processor entrants which is bringing 
overall price down 
d. State of relationships between various processors  
Milk producer’s response to deregulation 
1. Efficiency  
a. Improve production efficiency 
b. Improve milk quality 
c. Improving internal efficiencies 
2. Business strategy 
a. Create volume of milk important to processor 
b. Move focus on profitability not on herd size 
c. Understanding their business 
d. Setting goals & business plans 
e. Diversification  
Way forward – Milk Producer 
1. Processor related 
a. Belong to processors who spread market risk (in different products) 
2. Regulation related 
a. Why is labour regulated, i.e. around wages, if milk is not? 
i. Costs are regulated and price is not 
3. Efficiency related 
a. Storing 2-years feed supply 
4. International market 
a. Exports to Asia 
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b. Free trade 
Commercial risks - Processors 
1. Competition 
a. Market power of competing processors 
2. Public perception 
a. Scare campaigns from consumer groups 
3. Environment 
a. Exotic diseases 
4. Product mix 
a. Processor diversification (product mix), e.g., balance between domestic and 
international commodities 
b. World market prices for solely export processors, e.g., Murray Goulbourn 
5. Supply base 
a. Lack of milk supply 
b. Long term viability of suppliers in their supply base  
c. Surplus milk 
6. Business skills 
a. Limited capacity of co-operatives to raise capital and compete for market 
share 
Processor’s response to deregulation 
1. Farmgate price 
a. Farm price set (i.e., not too high) to not compromise sales 
2. Farm services 
a. Provision of farm services  
3. Industry 
a. Need for a Qld industry  
i. 10-year vision from all players, e.g., farmers, processors, consumers, 
QDPI&F, independent consultants 
Way forward - Processors 
1. Product mix 
a. Increase the product base to spread risk to counter anti ‘milk’ lobby 
i. Alternative use of milk, e.g., whey proteins, nutraceuticals, plastic 
manufacture (for computer screens), biofuel 
2. Processing capacity 
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a. What happens to surplus milk in Qld? 
b. Risk is surplus milk at low prices, therefore need to secure high value 
manufacturing options for all surplus milk in SEQ 
3. Supply base related 
a. Encouraging and fostering business skills in milk producers 
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1 W O R K S H E E T – Confidentiality and Ethics 
TROPICAL 
DAIRY 
RESEARCH 
CENTRE 
CONFIDENTIALITY AND ETHICS
Thanks for your participation in this survey. This is part of the process for gathering data for my 
research for a PhD thesis. As established in the research methodology, I will use this information 
for research and analysis. Confidentiality of information is assured, as the data will be kept with 
me at my locked office at UQ, and no names will be shown in any written publication or 
disclosed to any other person or institution. 
I need to have your consent by filling out the details and signing this form. If you do not agree, 
please do not sign and talk to me about alternative arrangements. 
Thank you for your co-operation. 
Signature of the participant ______________________________________________________ 
Participant’s name_____________________________________________________________ 
Organisation _________________________________________________________________ 
Address _____________________________________________________________________ 
Date____________________________ 
Code ___________________________ (Please leave it blank to be coded later) 
This study adheres to the Guidelines of the ethical review process of The University of 
Queensland. Whilst you are free to discuss your participation in this study with project staff 
(contactable on (07) 5460 1234), if you would like to speak to an officer of the University not 
involved in the study, you may contact the Ethics Officer on (07) 3365 3924. 
Milk Business – Workshop 2,  November 2002 
Appendix 5 continued: Survey Worksheets
_______________________________ 
_______________________________ 
2 W O R K S H E E T 1 – Milk Producer Response to Deregulation 
COMMERCIAL RISKS – MILK PRODUCERS
Here are some statements that describe the commercial risks, which milk producers have identified in a 
deregulated dairy industry. Please indicate how much importance you attach to each of these risks. For 
each statement, please circle the appropriate number to indicate whether, in your opinion, it is: 
5 – VERY IMPORTANT 4 – FAIRLY IMPORTANT 3 – SOMEWHAT IMPORTANT 
2 – NOT SO IMPORTANT 1 – NOT AT ALL IMPORTANT 
Circle only one answer for each statement. There are no right or wrong answers to these questions. Just 
give your opinion. If you wish to add anything, please do so at the space provided at the end of the table. 
Very Fairly Somewhat Not so Not at all 
Important Important Important Important Important 
1. Weather 5 4 3 2 1 
2. Uncertainty on farmgate milk 
price 5 4 3 2 1 
3. Fluctuations in input costs 5 4 3 2 1 
4. Growing pressure on 
environmental issues 5 4 3 2 1 
5. Managing human resources 
on farm 5 4 3 2 1 
6. Processor may leave the market 5 4 3 2 1 
7. Possibility of lack of sufficiently 
sized dairy industry in the State 5 4 3 2 1 
8. Inequality in relationship with 
processor 5 4 3 2 1 
9. Any other point not listed above, 
please write below 5 4 3 2 1 
Milk Business – Workshop 2,  November 2002 
_______________________________ 
_______________________________ 
3 W O R K S H E E T 1 – Milk Producer Response to Deregulation 
MILK PRODUCERS RESPONSE
TO DEREGULATION
Here are some statements that describe how milk producers said they have responded to dairy industry 
deregulation since mid-2000. Please indicate how much importance you attach to each of these changes. 
For each statement, please circle the appropriate number to indicate whether, in your opinion, it is: 
5 – VERY IMPORTANT 4 – FAIRLY IMPORTANT 3 – SOMEWHAT IMPORTANT 
2 – NOT SO IMPORTANT 1 – NOT AT ALL IMPORTANT 
Circle only one answer for each statement. There are no right or wrong answers to these questions. Just 
give your opinion. If you wish to add anything, please do so at the space provided at the end of the table. 
Very Fairly Somewhat Not so Not at all 
Important Important Important Important Important 
1. Expand herd size 5 4 3 2 1 
2. Upgrade dairy 5 4 3 2 1 
3. Upgrade irrigation systems 5 4 3 2 1 
4. Improve drainage system 5 4 3 2 1 
5. Improve feed conservation systems 
such as increasing storage capacities 
for seasonal commodities 5 4 3 2 1 
6. Improve cattle movement system 5 4 3 2 1 
7. More attention to contracts on the 
input side 5 4 3 2 1 
8. More attention to contracts on the 
output side 5 4 3 2 1 
9. Growing own feed 5 4 3 2 1 
10. Monitor costs more closely with 
benchmarks 5 4 3 2 1 
11. Reduce debt 5 4 3 2 1 
12. Off farm investments 5 4 3 2 1 
13. Any other point not listed above, 
please write below 5 4 3 2 1 
Milk Business – Workshop 2,  November 2002 
_______________________________ 
_______________________________ 
4 W O R K S H E E T 2 – Commercial Risks – Milk Producers 
WAY FORWARD – MILK PRODUCERS
Here are some statements that describe the ‘way forward’ in the opinion of milk producers in a 
deregulated dairy industry. Please indicate how much importance you attach to each of these factors. For 
each statement, please circle the appropriate number to indicate whether, in your opinion, it is: 
5 – VERY IMPORTANT 4 – FAIRLY IMPORTANT 3 – SOMEWHAT IMPORTANT 
2 – NOT SO IMPORTANT 1 – NOT AT ALL IMPORTANT 
Circle only one answer for each statement. There are no right or wrong answers to these questions. Just 
give your opinion. If you wish to add anything, please do so at the space provided at the end of the table. 
Very Fairly Somewhat Not so Not at all 
Important Important Important Important Important 
1. Realistic and feasible farmgate 
milk base price 5 4 3 2 1 
2. Improved farmgate milk price 
forecasting and signalling 5 4 3 2 1 
3. Longer-term contracts on input side 5 4 3 2 1 
4. Longer-term contracts on output side 5 4 3 2 1 
5. Innovative ways of future farming 5 4 3 2 1 
6. Ability to sell milk to two or more 
processors concurrently 5 4 3 2 1 
7. Say in retailer-processor price 
negotiations 5 4 3 2 1 
8. Generic advertising, push nutritional 
benefits of milk 5 4 3 2 1 
9. Availability of financial instruments to 
provide security/insurance against 
farmgate milk price risks 5 4 3 2 1 
10. Collective bargaining 5 4 3 2 1 
11. Any other point not listed above, 
please write below 5 4 3 2 1 
Milk Business – Workshop 2,  November 2002 
_______________________________ 
_______________________________ 
5 W O R K S H E E T 3 – Way Forward – Milk Producers 
COMMERCIAL RISKS – PROCESSORS
Here are some statements that describe the commercial risks, which processors have identified in a 
deregulated dairy industry. Please indicate how much importance you attach to each of these risks. For 
each statement, please circle the appropriate number to indicate whether, in your opinion, it is: 
5 – VERY IMPORTANT 4 – FAIRLY IMPORTANT 3 – SOMEWHAT IMPORTANT 
2 – NOT SO IMPORTANT 1 – NOT AT ALL IMPORTANT 
Circle only one answer for each statement. There are no right or wrong answers to these questions. Just 
give your opinion. If you wish to add anything, please do so at the space provided at the end of the table. 
Very Fairly Somewhat Not so Not at all 
Important Important Important Important Important 
1. Increased competition for farmgate 
milk 5 4 3 2 1 
2. Loss of major contract for processed 
milk 5 4 3 2 1 
3. Increase in seasonality of milk supply 5 4 3 2 1 
4. Weather 5 4 3 2 1 
5. Supermarkets' competing generic 
brands 5 4 3 2 1 
6. Small processors taking chunks of 
market share 5 4 3 2 1 
7. Lack of stable business environment 5 4 3 2 1 
8. UHT milk eating into fresh milk 
market share 5 4 3 2 1 
9. Competitors using shelf life of product 
as a marketing tool 5 4 3 2 1 
10. Any other point not listed above, 
please write below 5 4 3 2 1 
Milk Business – Workshop 2,  November 2002 
_______________________________ 
_______________________________ 
6 W O R K S H E E T 4 – Processor Response to Deregulation 
PROCESSORS RESPONSE TO DEREGULATION
Here are some statements that describe how processors said they have responded to dairy industry 
deregulation since mid-2000. Please indicate how much importance you attach to each of these changes. 
For each statement, please circle the appropriate number to indicate whether, in your opinion, it is: 
5 – VERY IMPORTANT 4 – FAIRLY IMPORTANT 3 – SOMEWHAT IMPORTANT 
2 – NOT SO IMPORTANT 1 – NOT AT ALL IMPORTANT 
Circle only one answer for each statement. There are no right or wrong answers to these questions. Just 
give your opinion. If you wish to add anything, please do so at the space provided at the end of the table. 
Very Fairly Somewhat Not so Not at all 
Important Important Important Important Important 
1. Binding contractual arrangements 
with milk producers for: 5 4 3 2 1 
a. Security of supply 5 4 3 2 1 
b. Better control of operations in terms 
of logistics, quality and quantity 5 4 3 2 1 
c. Traceability 5 4 3 2 1 
2. Change in farmgate milk price 
payment strategy 5 4 3 2 1 
a. To match supply patterns with the 
demand for milk 5 4 3 2 1 
b. To suit composition and 
quality requirements 5 4 3 2 1 
c. To match farmgate milk price being 
paid by competing processors 5 4 3 2 1 
d. To suit product mix of the factory to 
which milk is supplied 5 4 3 2 1 
e. To reflect price of the milk products 
being received in the market 5 4 3 2 1 
f. To attract more milk-producers into 
the fold when growing or capturing 
market in the region 5 4 3 2 1 
g. To keep milk-producer viable 5 4 3 2 1 
3. Better communication with 
milk producers 5 4 3 2 1 
4. Any other point not listed above, 
please write below 5 4 3 2 1 
Milk Business – Workshop 2,  November 2002 
_______________________________ 
_______________________________ 
7 W O R K S H E E T 6 – Way Forward – Processors 
WAY FORWARD – PROCESSORS
Here are some statements that describe the ‘way forward’ in the opinion of processors in a deregulated 
dairy industry. Please indicate how much importance you attach to each of these factors. For each 
statement, please circle the appropriate number to indicate whether, in your opinion, it is: 
5 – VERY IMPORTANT 4 – FAIRLY IMPORTANT 3 – SOMEWHAT IMPORTANT 
2 – NOT SO IMPORTANT 1 – NOT AT ALL IMPORTANT 
Circle only one answer for each statement. There are no right or wrong answers to these questions. Just 
give your opinion. If you wish to add anything, please do so at the space provided at the end of the table. 
Very Fairly Somewhat Not so Not at all 
Important Important Important Important Important 
1. Get into partnership with 
supermarkets 5 4 3 2 1 
2. Increase profitability for supermarkets 
in branded products and thereby 
increase the overall profit margins 5 4 3 2 1 
3. Expand in the domestic market 5 4 3 2 1 
4. Expand the product mix 5 4 3 2 1 
5. Get into branded products 5 4 3 2 1 
6. Expand offshore business of 
appropriate products in face of 
static domestic demand 5 4 3 2 1 
7. Find new consumption opportunities 5 4 3 2 1 
8. Find new retail channels 
e.g. vending machines 5 4 3 2 1 
9. Closer contractual relationship with 
the milk producers 5 4 3 2 1 
10. Better communication with 
milk producers 5 4 3 2 1 
11. Any other point not listed above, 
please write below 5 4 3 2 1 
Milk Business – Workshop 2,  November 2002 
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Appendix 6 – An aggregate summary sheet for dairy-
processing sector 
(Companies names coded as Processor A, B, C, D, or E to avoid identification) 
Processor A 
Strategies 
Marketing strategy 
1. Proprietary brand 
a. Possible to stand up to supermarkets on brand strength and using that to 
leverage other products as well 
b. Increase profitability for supermarkets in proprietary brand (give more 
rebate?) 
c. Put resources in advertising brand but did not work in whole milk 
i. Consumer switches on price 
ii. 70% of whole milk market is generic 
d. Supermarkets are far too powerful 
2. Shift to milk products rather than fresh milk  
a. Bought Kraft, Cracker Barrel, Ski 
b. Invested in cottage cheese, yoghurt plant 
3. Putting more emphasis on route trade 
a. Only competition is from other brands 
4. Different outlets for business 
a. Non-dairy products 
i. Provides complete range and helps franchisees to sell more milk while 
delivery cost remain same 
b. Organic – 2-5% of market 
i. Not very excited about it 
ii. Process and logistics is outrageous – customer not willing to pay extra 
dollar 
5. Expand offshore business in face of static domestic demand  
6. Restructuring business, especially more resources in sales, marketing and 
distribution 
a. Restructuring sales, marketing and distribution teams – larger team 
i. Employees working with Coles and Woolworths to influence demand 
creation, see forecasts before anybody else does 
ii. Franchise managers to help manage franchise owners 
iii. Reduced sales staff (at Brisbane) due to low profits and margins 
7. Looking into each individual market and restructuring to service each of these 
outlets 
a. Make sure we service their needs promptly 
b. Gearing business structure to meet supermarket demands 
c. To be preferred supplier 
i. Changed trading terms, offered more rebates 
• Discount went up from 2% to 10-15% 
 A6-1
Appendix 6 
 
 
ii. To have some input on how they go forward, so that we also make some 
money along with them 
8. Looking at various outlets 
a. Food service big channel – McDonalds, Pizza Hut, Domino’s 
b. Shopfast (very small market) – home delivery market 
c. Vending machines 
9. Changed from vendor to franchise network 
a. Developed contractual structure 
b. Developed IT infrastructure from scratch for franchisees 
10. From Qld perspective 
a. Expanded to cover entire Qld from 30% before deregulation 
i. Selling to Processor B prior to deregulation 
ii. Using every marketing hook, such as being local 
11. Market intelligence 
a. Buy more information 
i. Spent $1 million on tracking information – Aztec, AC Nielsen etc 
b. Own sales records 
c. Data from franchise networks 
d. Customer inputs and general market trends 
e. Work out demand based on above, export demands, new international 
products and work out demand for surplus milk 
12. Information sharing 
a. Electronic information sharing for e-commerce and supply chain management 
solutions  
b. New logistics division 
c. Implemented SAP, which helped to become Woolworths 3rd top preferred 
suppliers 
13. Outlook 
a. Dairy industry 
i. Milk is staple 
ii. Price of fat will drop and protein will go up 
iii. Cow breeding encouraged accordingly 
iv. Access to US and European market an issue 
b. Processor A 
i. Now $1.2 billion, $4 billion in mid-term and $15-20 billion in 10 years 
ii. Will be an Oceania company rather than just Australia 
iii. Need to get more profitable for sake of farmers 
 
Corporate strategy 
1. Responsible to shareholders, which happen to be farmers 
a. Conflict on what supply side wants and what demand side dictates 
2. Business geared towards trying to maximize benefits from milk 
3. Reasons for Processor A and other co-ops such as Bonland and MG for keep on 
going is because we are co-ops 
a. Can make investments without having to justify to shareholders or thinking 
about impact on share price  
b. Strategy to develop economies of scale and specialise on site 
i. Malanda and Toowoomba factory 
4. Restructuring proposal may free some of inherent value of firm 
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Milk procurement strategy 
1. Move towards a single milk price 
a. Basis of price 
i. Competitors price 
ii. Price of product received 
2. Price still demarcated but divorced from pre-deregulation quota structure 
a. Year round milk which has steady demand 
b. Regional milk to meet regional requirements, where it is difficult to bring milk 
from elsewhere 
c. Incremental milk to encourage milk production 
 
Farm services strategy 
1. Ensure long-term viability of farmer 
a. Drought has taken us back to time of deregulation (in terms of uncertainty) 
b. Lock in surety of supply 
2. Ensure farmer loyalty 
 
Commercial risks 
Sales & Marketing 
1. Brands will be irrelevant 
a. We will be trading in just milk supply 
b. Once you lose brand, supermarkets can just pick and choose 
c. Flavoured and speciality milk important as still some brand consciousness 
i. Supermarkets striving to introduce own labels even in speciality 
category 
d. Hopefully consolidation will put limit on number of brands in the market 
i. Hopefully some balance in profit sharing between supermarkets and 
processors as well 
2. From a local Qld perspective 
a. Small business picking regional areas 
i. Makes less attractive for franchisees as well, eg. Gympie 
b. Expansion of long life milk 
i. Low entry barriers, as no fresh chilled distribution system required 
Milk procurement 
1. Milk producers leaving at short notice in wintertime 
a. Processor B, Murray Goulbourn pinching supplier 
i. Private contract addressing issue 
ii. 3 months notice to leave 
2. Fluctuations of farmgate milk price 
a. Long-term supply contracts with Woolworths & Pizza hut 
b. Convenience stores or spot market export price more flexible 
Farm level 
1. Increasing level of environment regulations eg. Water reforms 
2. Feed assurance 
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Relationships 
With retailers 
1. Advantage that deal with one customer 
a. Less service charges and more efficient 
2. Disadvantage is large customer is far more powerful 
a. You have to get to their way of thinking 
b. Not so good at profit sharing 
c. Very dictatorial 
3. Contractual relationship 
a. Supermarkets tender for generic business 
b. Usual period 1-2 years 
c. Price and volume agreement 
With franchisees 
1. Treated as part of Processor A even though independent businesses 
a. Need only 30% of franchisees we have got 
b. 5 year term 
c. Contractual arrangements customer driven, not geographic driven 
d. Goodwill money amount from $50,000 to $300,000 
e. Work either on fee or margin basis 
i. 5 cents/litre to deliver to supermarket, Brisbane on per drop basis with 
roughly $45/drop or pallet 
ii. Delivery to supermarkets and about 10% route trade fee based, 
Processor A holds account 90% route trade margin based where 
franchisee holds account 
With milk producers 
1. High degree of loyalty amongst milk producers 
a. Sense of ownership 
2. Milk producers in Qld & NSW sloppy 
a. Regulated price covered inefficiencies 
b. Now catching up 
i. Value in Qld & NSW milk 
ii. Year round, better quality, freshness 
iii. Better utilisation of processing facilities 
3. Introduced private contract 
a. Milk producers supply all milk to Processor A 
b. Give 3 months notice for leaving 
c. 1-3 c/l incentive for signing contract, depending on volume 
d. Provision of liquidated damages 
4. Price mechanism growth oriented as against Processor B or Processor E 
 
On regulation 
1. Extra regulated with regards to food safety 
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Processor B 
Strategies 
Marketing strategy 
1. Put more resources and account managers in dealing with retailers 
a. Retailers willing to give you a shot if you can add to their business through 
innovation and branding 
b. Previously account managers handled only soft dairy products 
c. After deregulation major retailer buying milk direct so more account managers 
to deal with a more complex, political category which needs more time to 
administer 
d. Business unit managers at Coles, Metcash and Woolworths 
i. Interact with supermarkets for opportunities, way to improve business, 
look into competition and create win-win situation with supermarkets 
e. Tenders managers look after own labels 
f. Inventory managers sitting at Coles and Woolworths keep track of stocks, 
reduce out of stock and improve supply percentage records 
g. Place fridges at supermarkets 
i. With independents with an agreement to increase range of Processor B 
products 
2. Proprietary brand 
a. More resources in marketing whole milk 
i. Parent company world’s largest supplier of milk fresh or UHT format 
• 50% market share in Qld, similar in Vic 
ii. Previously no competition for whole milk from retailer or other 
processors 
iii. After deregulation, whole milk just like ay other product subject to 
price, margin and support mix 
• Collective caps 
iv. Probably whole milk will be controlled by own labels 
v. Putting money in infrastructure risky as own label contracts of limited 
time duration 
b. Hope for consolidation of processing industry 
i. Important because two major retailers hold 76% of grocery and 56% of 
milk 
• They play one processor against other 
ii. Look at bread with two major processors, they don’t have 2 year fixed 
price contract 
iii. It will good for Processor B because it can buy facilities in NSW where 
Processor E and Processor A hold almost 100% of market share, also 
SA. 
c. Holds Coles and GHPL own label contracts in Vic and IGA as well – packing 
12 own labels 
i. Until Dec 2002, did not have distribution network in NSW, which is a 
requisite for national Woolworths tender 
ii. Will not operate below certain margins in own label 
3. Get into different marketing channels 
a. Trying to develop convenience market segment 
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i. BP, Caltex and food service sector 
4. Developing and growing product mix – value add 
a. More emphasis on modifieds, market leaders nationally  
i. Well advertised and has more brand loyalty 
ii. Profitability is driven by modified milks 
iii. Further differentiation in brand and value addition key to future 
profitability 
• Difficult to increase segmentation in whole milk market 
• Can work either on process or packaging 
b. More emphasis on ice cream, yoghurt, flavoured milk 
c. Small presence in value added cheese segment 
d. Striving for 60:40 mix for fresh and soft dairy products 
i. No intention of getting into commodity type products 
e. Organic 
i. Probably largest organic process in industry 
ii. Niche area, development of a category, not served by own labels 
iii. Signed number of milk producers 
f. Non-dairy 
i. Presence in Soy 
• Many people lactose intolerant 
• Viable option for slice of that market 
g. Presence in UHT – trend more towards fresh 
i. Used as dumping ground by other processors when commodity market is 
down 
ii. UHT price lower than fresh milk – unlike other countries 
iii. Not much investment in cold chain distribution required 
5. More Research and Development for product innovation 
a. Gives sustainable competitive advantage 
i. Generics kill innovation 
b. Fortified milks, modified milks, Omega-3 based milk in UHT segment 
i. Question is ‘Is Australian market ready for these products yet?’ 
6. Expanded into NSW and SA 
7. Market intelligence 
a. Aztec – spend lot of money on buying scanned data from supermarkets 
b. Food Week – journal 
c. Feedback from field force 
8. Outlook 
a. Industry 
i. Bullish, lot of inefficiencies will be weeded out 
ii. Internationally fewer and bigger companies – Processor B, Danone, 
Fonterra and Nestle 
iii. Aus & NZ cheapest producing nations 
• Export market has good potential 
iv. Food safety 
• Tamper proof packaging 
• Negative connotation of genetic modification 
v. Greater trend towards UHT – 40-45% of all milk production in next 10-
15 years 
vi. QLD, NSW and some part of SA will revert to predominantly fresh milk 
• With Processor B emphasis on fresh milk, that will not be a threat 
 A6-6 
Appendix 6 
 
 
b. Processor B 
i. Processor B among top 10 processors in world 
• Australia 5-6% of total business, well developed and stable 
economy 
• Processor B in Aus for long term 
ii. Not just concentrate on milk but beverages 
• Centaplus is exciting extension on fruit juice market 
• Earlier we used to have butter and margarine but now we have 
spreads market, so milk will be part of beverage market 
• Processor B has a range of products to service that market 
iii. Product development through R&D – weakness right now 
• Can draw on international experience which competitors lack 
• More value added products 
 
Corporate strategy 
1. Profit based like Processor E and unlike Processor A which aims to dispose off milk 
– thus different pricing structures 
a. Processor E has small market in Qld, takes least price of milk approach 
b. Processor A significant investment in Mozzarella cheese put it in competition 
with Victorians who pay 26-27 c/l whereas Processor A might be averaging 
31-32 c/l 
c. Processor A takes brand approach to dairy products and modifieds but not 
whole milk 
2. Re-evaluating production facilities to reallocate resources to improve 
competitiveness and efficiency 
a. Closed two factories at Mackay and Monto 
b. Curtailed Warwick operations, stopped cheddar cheese production instead 
taken on responsibility of Monto producing skim milk concentrate and casein 
during milk surplus 
3. After consolidation will remain as one of the two major processors in Australia  
a. Roll out nationally and have fewer but bigger brands to better utilise 
marketing resources 
b. Be leader in value added milks such as modified and flavoured  
i. Currently market leader in custard and number 4 in yoghurt 
4. Export $35-40 million, plan to produce in Asia 
a. Now export UHT 
b. Commodity market threatens even though don’t operate in it 
5. Working on a strategy for certain percent of own label market to get a critical 
mass 
a. Inherent risk as contract is 12-24 months duration 
6. Lack of stable business environment 
a. Australia’s reliance on export market without Government subsidy makes 
dairy industry vulnerable to the world market and the domestic market 
sometimes suffer 
7. Innovations like nano-filteration to increase shelf life and “bug-free’ image are 
possible but major risk is competitors catching up, especially in generic segment 
8. Change of CEO (already happened) will bring a consumer centric focus rather 
than milk producer centric focus to Processor B 
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Milk procurement strategy 
1. Milk was directed from other processors to Processor B by erstwhile QDA 
a. Often milk came from Processor A or other co-ops 
i. Now need to source more of milk direct from farm 
ii. Difficulty in managing milk supply on day to day basis 
iii. Shelf life is another issue 
2. Basis of farmgate milk price 
a. Comparing price models with competitors 
i. Bonlac, MG, Processor A and Processor E 
b. Make effort to be seen as competitive and indicate that competitiveness to 
milk producer 
c. Ensure viability of milk producer 
i. Can’t take least cost approach followed by Processor E, does that in Vic 
but Qld is primary market and has to keep price leadership 
3. QDA has transferred all quality responsibility to Safe Foods Queensland 
a. Need to incorporate the requirements into quality accreditation program 
b. May need to retrain some officers 
c. Quality accreditation is facing resistance from milk producers who want extra 
cents for that 
i. Shelf life of milk a concern 
• Shelf life claims of processors need to be regulated 
• Some processors using it as a marketing tool 
ii. Struggling with levels of protein 
• Problem mainly with Holstein herds 
• Even bonuses failed to bring up to desired levels 
 
Farm services strategy 
1. Provide assistance with economic issues, herd health and nutrition 
a. In short term, which is drought time, source nutritional feed for farmers 
b. In medium term emphasis on input costs in response to falling margins 
i. Assistance with co-ordinating purchases and lowering input costs 
c. In long term address issues such as  
i. Protein,  
ii. Quality of milk and  
iii. Very future of dairy industry 
• Keep good farms and farmers - farm walks, field days etc 
2. Investment in human resources 
a. Employed two additional farm services personnel 
i. Protein content in milk a concern 
 
Commercial risk 
Marketing 
1. Distribution 
a. With direct distribution, no need for contracted distributors as milk delivered 
straight from factory to supermarket, without warehousing 
b. With distributors out of supermarket equation, delivery to smaller stores only 
will not be very attractive, thus a diminishing sales channel 
 A6-8 
Appendix 6 
 
 
2. Retailers own label 
a. Focus on market milk makes Processor B vulnerable in generic brand battles 
i. Sales of Processor B brand whole milk declined from 60-65% to 25% of 
total milk 
ii. Effect to a lesser degree in modified milks 
iii. Even have to take losses in own labels to maintain throughput and take 
care of corporate and factory overheads 
b. Conflict with competitors on whether premium should be attached to market 
milk; feel that “price discounters never win in the end”. 
Milk procurement 
1. Seasonality  
a. Products mix mainly fresh milk based 
b. Matching demand supply 
i. Demand is basically flat but supply is prone to fluctuation, especially in 
post-deregulation era. 
ii. Sometime rely on milk concentrate to make up for shortfalls. 
iii. In Qld drought and farmers exodus means buy milk in winter 
iv. Afraid of Qld going Vic & Tas way - conflicts with milk producer’s 
natural inclination for seasonal calving to save costs: 
• Calving in Nov-Dec is difficult 
• Feed costs can be saved 
• AI will work better 
• DPI vouches saving of 7-8 cents/litre saving for milk producers if 
they go onto seasonal calving 
v. In Victoria summer milk a problem 
• Need to convert to cheese or dried milk 
• Currently sell to Bonlac, Murray Goulbourn, Warrnambool at a loss 
buy 35 c/l sell 29 c/l 
vi. Inefficiencies in processing facilities because of uneven raw milk supply 
• Trade off between poor returns on processing facilities lying idle vs. 
paying more for milk to have a flatter supply 
vii. Transport synergy with other processors 
• Transportation is a cost to the farmer 
• Different quality accreditation and quality standards make it difficult 
• Traceability will be an issue - for Processor B protein and cell count 
are important, for Processor A protein is but cell count may not 
matter for cheese 
• If you want to mix milk you need common standards for supply 
c. Access scheme is a response to counter seasonality to ensure sufficient milk 
supply in Feb-March-April. 
d. Does not want to encourage one-price scheme too much because may lead to 
increased seasonality of milk production. 
i. Average cost of milk procurement 38 cents/litre against 35 cents/litre 
claimed by Processor A 
2. Weather 
a. Drought in Qld, milk supply drops as a result. 
i. About 400-500 dairy farms are likely to convert to beef feedlots, others 
on irrigation may convert to Lucerne, racing services and small crops 
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ii. 200,000 cows have been slaughtered in last 6 years which is 1 billion 
litres or 10% of Australia’s production 
iii. Heifers are being exported which are not being replaced 
iv. Industry will bear the loss over next 3 years 
 
Relationships 
With retailers 
1. Coles & Woolworths control 83% of warehouse business – Yoghurt, Custard, etc 
and 50% of milk business 
a. If you don’t have enough volume in a particular range, they may delete your 
product 
b. Need to convince them if they don’t have strong proprietary brand presence, a 
discount store like Aldi can make a big impact on their profitability 
i. Coles understand that Woolworths does not – making too much money 
out of own label 
2. Written trading terms renegotiated after 10 years 
a. Volume, promotional and national rebates bundled to simplify for cost 
efficiency 
i. Rebates deducted at the end of each month 
3. Supermarkets pushing for HACCP or cold chain due to litigation and food safety 
With Franchisees 
1. Contractual relation 
a. All vendors are franchised 
i. Even though they are independent business, but a relationship 
b. 5-year agreement normally open-ended 
i. Help them with training 
ii. Provide them with uniform and subsidised fuel programs 
iii. PDS – computer based common invoicing system on their trucks 
iv. Supermarkets want common invoicing system on all their stores 
v. Delivery to supermarkets fee based and to route trade normally margin 
based 
At farm level 
1. Consolidation at farm level 
a. Larger herds, new technology and farm practices, increased efficiency and 
productivity, larger volumes, better quality, higher components 
b. Farmers also investing in refrigeration due to HACCP requirements 
2. Security of milk supply key until market settles down and drought goes 
a. Pay highest price to farmers as largest milk company in area and wish a 
sustainable milk supply base 
i. Farmers less inclined to buy feed due to drop in prices and drought, 
difficulty in keeping milk supply 
ii. Producing only to quota milk to get maximum milk price 
b. Farmers mindset still hung on support, wanted increase in milk price due to 
drought 
i. Not in touch with market reality, rural industries change slowly 
• AMPA think they can turn back the clock to regulation days 
• All Public Benefit Enquiries conducted by States, except Vic, 
concluded there will be no public benefit of deregulation 
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• Qld Public Benefit Enquiry had proposed legislated farmgate price 
similar to basic wage but was rejected by the Govt 
ii. Progress will come from different culture and generation of farmers 
(more progressive ones) 
c. Better communication with farmers once they adopt technology (internet etc) 
3. Contractual relationship 
a. Difference in contractual arrangements between Qld and Vic brought about by 
differences in 
i. Underlying capacity of regions, 
ii. History 
iii. Environmental conditions 
iv. Weather 
v. Relationship between milk suppliers and market 
vi. Different commercial risks for Processor B 
b. Common features between contracts based mainly on quality issues 
i. TPC, SCC 
ii. Antibiotics 
c. Contractual arrangements in Qld 
i. Contractual nature reflects history of takeovers and mechanisms for 
setting prices at the time of takeovers (with PCD and Dairy Fields), 
which did envisage post-deregulation scenario  
ii. All the takeovers now have joined together, with the exception of PCD, 
to form Premium milk supplier group to negotiate prices on an annual 
basis. 
iii. Processor B Daily Access (PDA) scheme represent 300 million litres  
• Is response to Processor B’s strategic model which is liquid, market, 
packaged milk, no commitment on commodities like cheese or 
powder 
(a) PDA + manufacturing volume places responsibility on farmer to 
supply their daily access 365 days for which Processor B pays 
premium. 
(b) That is the milk we place highest degree of reliability on, as if we 
don’t supply market milk one day, you can’t make up the next day. 
(c) We also need short shelf life products like yoghurt, soft-serve 
mixes, UHT mixes and we have single price group for that. Pricing 
at farm reflects pricing at market level 
(d) Co-ops do not necessarily compete in fresh milk and tendency is to 
receive as much milk as possible 
• PDA is a contract in effect 
• PDA as exit barrier? 
(a) Farmers did not pay for PDA when first 250 million litres of sales 
was converted to PDA 
(b) PDA gives some assurance to farmers when they leave industry 
(c) When farmers buy PDA they get premium on milk they supply as 
against manufacturing milk 
• Percent payment of PDA? 
(a) It reflects marketplace, in the beginning we paid 105% of PDA 
(b) It is up to farmers whether they want to be paid 87% of 46 c/l or 
110% of 30 c/l 
• PDA limits expanding farmers? 
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(a) It depends on development stage of farmer, that is why we have 
one price group 
• Payment structure split based on volume and composition of milk 
• Price consistent with what is necessary to be paid to ensure milk 
supply  
• Payment mechanism two tiered  
(a) Market milk (drinking milk, flavoured milk)  
(i) Significant premium for market milk 
(b) Manufacturing milk 
iv. One price group formed basically to stabilise Friesian milk base, which 
was getting restive with split payment mechanism 
• Represents only 23 million litres 
• No private contracts envisaged. “No special deals with individual 
milk producers” 
v. Willing to lock itself on price for 3 years 
• For farmer viability, to have substantial supply base we need to pay 
substantial premium 
• If do not pay 40-41 cents/litre, farmers my look for alternative use of 
their land 
• Moving milk from Vic up is not easy 
(a) Major tenders require no less than 9 use by dates left on milk 
(b) But Vic price do exert influence on Qld milk 
d. Contractual arrangements in Vic 180 milk producers 
i. Individual contracts 
ii. Contracts negotiated with a representation of milk producers from 
various areas getting together, bargaining on price and agreement on 
price rolled onto all the milk producers. 
iii. Price consistent with what is paid by the industry, mainly Murray 
Goulbourn and Bonlac + 2-3 cents/litre 
iv. Price based solely on composition 
v. Some premium for market milk 
vi. Structure of contract 
• Take lowest 2 months in a year production which form the base price 
for the whole year 
• Volume above that fluctuates and paid as per open market price 
• Structure basically to smooth high seasonality in Vic  
• Processor B suppliers have 1.65:1 peak to trough whereas the State 
average is 2.5:1 
e. Contractual arrangement with Premium 
i. Negotiates on quality, price, volume and cartage 
• ACCC approved 
• Still evolving, comprised of supply co-ops, but since 1st Jan 2003 co-
ops have disbanded and 4 zones have come up 
ii. More a way of giving voice to the farmers and involving them in price 
setting mechanism 
• Like a trade union organisation 
• Easier to deal with a group rather than individuals 
iii. Three from Premium side and three from Processor B side will negotiate 
and if can’t agree go into arbitration. 
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iv. Farmers have right to cease supply if the price gets too low. 
v. Similarly milk producers cannot negotiate a price, which makes 
uncompetitive in the market 
vi. Processor B producers can’t sell to other processors 
• Premium cannot negotiate with other processors on behalf of 
Processor B producers 
 
Processor C 
Strategies 
Marketing strategy 
1. Maximise returns on own products 
a. Break into new markets without cannibalising gross margins on our products 
(no heavy discounting) 
i. Bit tricky in an environment where buyers not familiar with our products 
b. Striving for  
i. Branding 
ii. Better product 
iii. Better coupling of products 
• White milk with flavoured or modifieds and juice and water 
c. Processor C pack for Processor B and Processor D brands 
i. Use their sales & marketing channels 
d. Wendy’s soft serve contract for Australia 
e. Aldi’s 2-litre own label milk, 3 litre bottles for Aldi are labelled with 
Processor C brand 
2. Match with retailer expectation 
a. Supermarkets pitch is ‘milk is beverage not food’ 
b. Retailer buy on price and follow where they get a better deal 
c. Market getting professional, which was not so earlier 
i. Retailer expect business and strategic plan 
• Not just product selling but a business relation 
(a) How does retailer make profit on processors product 
(i) Why this particular processor and not others 
ii. Increasing range of products and more value addition 
d. Deal with BP in setting their refrigeration systems 
 
Corporate strategy 
1. 50:50 JV between Processor B and Processor D  
a. Unique venture - regional co-op and international food processor 
i. Processor B get supply base without dealing with farmers at that level 
2. Labrador location will become important in case of consolidation as Processor B 
factory in 5 years may have problems due to location 
3. Processor B does not take into confidence when launching a new product 
a. Does lead to some conflicts in the management which is half represented by 
Processor B and half by Processor D 
4. More automation 
a. Staff skill upgrading 
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b. Reduced staff by redundancy due to losing market share 
i. Use more casual staff 
 
Milk procurement strategy 
1. Milk supply from Processor D and Processor B suppliers 
 
Commercial risks 
Marketing level 
1. Loss of white milk sales 
a. Earlier had 100% market share in whole milk, now lost 15-17% of market to 
competition and generics 
b. Can’t sell in Brisbane market as Processor B does not want any competition 
c. Sell in Processor D area as they have no brand 
2. Operating in two markets 
a. Established in SE Qld 
i. Try to minimize losses in that area 
b. Developing Newcastle market 
i. Trying to gain market 
c. Challenge is to minimise loss and maximise gain 
i. Reasonably successful in defending market but not much in gaining 
market 
 
Relationships 
With retailers 
1. They know us as a supplier (in SE market) 
a. Better service 
b. Continuing to develop the relationship 
With franchisees 
1. Vendors are franchisees 
a. Sign agreement 
b. Get cold room, painting of their trucks with Processor C brands 
c. Allied products of cheese (Mainland brand) and yoghurts, which Processor C 
does not produce (for a complete range) 
d. Franchisees operate in margins with smaller shops and fee with supermarkets 
i. Supermarket margin is lower as volume is high 
ii. Small retailer a bit higher margin 
 
Processor D 
Strategies 
Marketing strategy 
1. Processor D sells milk to National, Processor A and Processor B at best going rate 
a. Also make ice cream for wholesale trade to Woolworths, Coles and third party 
sale to Streets, Sara Lee, Baskin Robbins 
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i. Processor D brand ice cream as well 
b. Frozen cream with Fast Freeze 
c. Skim milk and skim milk concentrates 
2. Brands 
a. All milk sold through Processor D-Processor B joint venture 
i. Milk in sold in NSW co-branded Processor D-Processor B 
ii. Access to Processor B’s market milk modified brands 
iii. No present in generic milk segment 
3. Outlook 
a. Industry 
i. Trend towards specialised milks such as Halal and Kosher 
ii. Arguments like ‘Cow milk is not human food’ gaining ground (in places 
like Byron Bay)  
iii. US drives the demand 
iv. NZ will have a major stake in Australian dairy industry 
 
Corporate strategy 
1. Management structure in last 4 years decimated 
a. 3 CEOs, full board change, accounting staff either left or joined PFD (a fast 
food company previously owned by Processor D 
“Processor D will survive, problems are personality based” Processor Bc 
2. 50:50 JV with Processor B, 50:50 JV with Longlea farms – Fast Freeze 
a. Watertight agreement with Processor B with a guaranteed off take of 70 
million litres 
3. After deregulation banks wanted debt burden of $30 billion to be brought down 
a. Situation was saved by 
i. JV with Processor B and guaranteed off take of 70 million litres of milk 
in market milk segment 
ii. Commodity price going up 
iii. Weakening Australian dollar 
4. Identified weaknesses 
a. Conflict between providing maximum return to milk producer vs. reinvesting 
in the business 
b. Very limited brand ownership 
c. Farmer based board matching up to market requirements 
d. Processor D much smaller player compared with competition 
5. Dilemma of trade off between remaining small and increasing return to milk 
producers with increased proportion of market milk or expanding and diluting 
overall return 
6. Processor D’s future 
a. Uncertain - either become a supply co-operative or restructure 
b. We have to change in 2-3 years, we are not sustainable 
c. Our contracts go on forever but our supply base will grow and that is a risk 
d. May end up with enough of supply base to fulfil contractual requirements 
 
Milk procurement strategy 
1. After deregulation, milk producers deserted to the extent of 20 million litres 
a. From 330 down to 250 
b. Cheese factory closed down due to lack of milk 
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Farm services strategy 
1. Drought had a bigger impact than deregulation 
a. Average farmgate price for milk is better than before deregulation 
2. Implemented HACCP based quality assurance program 
3. Tools required to fulfil business requirements 
a. Farm business management 
b. Pasture management 
c. Quality assurance 
4. If we have big impact on small number of farmers who supply bulk of volume, we 
have secure supply 
a. They are also most vulnerable to poaching, so need to pay them better than 
competition 
5. Farming is generational, no selection criteria to become a farmer 
 
Commercial risks 
Retail level 
1. Limited options for milk disposal 
a. Options limited to whole milk, cream and SMP 
At procurement level 
1. Dealing with surplus milk 
a. Proportion of market milk to surplus milk 
b. Need to direct resources to access part of market that deals with market mil 
rather than selling it at manufacturing price 
c. To deal with transportation issues 
At farm level 
1. Milk price, 32-34 c/l is sustainable price 
a. Formula for Qld NSW is Vic price + margin + transport + supply costs + 
premium for year round milk supply 
b. We need to segment transport costs 
2. Too much manufacturing capacity in Qld and NSW - Toowoomba is not 
sustainable 
a. Even if we become market milk state, need to deal with surplus  
b. Processor B put it in UHT 
3. Govt policy on environment 
a. Water use 
b. Urban encroachment 
c. Right to farm 
d. Processor D is working with Govt on these issues 
4. Long term feed contracts are important 
a. Take pressure off water 
b. We have high rainfall areas so don’t need irrigation 
c. Instead of water put feed in, but at good price and we can facilitate that 
5. Critical mass of milk suppliers because that gives then political mass 
a. With large but few suppliers overheads decline and so do services, look at 
disappearing rural towns 
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Relationships 
With Processor B 
1. Goodwill and bridge building with Processor B 
2. Contractual arrangement 
a. Open-ended agreement 
b. Processor D gets a percent of milk sold in Northern NSW and SE Qld 
c. Processor D has first right of buying Processor B if it is closing down 
operations 
i. In theory Processor D has first right of buying Rally, Labrador factory 
and associated marketing structures in case Processor B is wanting to 
sell 
ii. Confident of raising capital for such an eventuality as good lines of 
credit 
With Bulk milk contractors 
1. Contract reviewed annually  
2. Costs vary 1.2-2 c/l depending on mileage 
3. Average 1.8 c/l 
With milk producers 
1. When milk producers leave, remaining increase their quota of market milk 
 
Processor E 
Strategies 
Marketing strategy 
1. Own label market 
a. Pack for Woolworths brand all over Australia 
i. Part of agreement is that Woolworths will expand National’s brand 
presence 
b. Coles own label in Tasmania 
c. Further competition in retail may increase competition for processed milk or 
retail discount may damage overall profits. 
2. Proprietary label 
a. Major market share in Tasmania (about 70%) 
b. All over Australia presence including WA 
i. Distribution through milk runs, vendors, milk runs to convenience 
stores, milk bars, home delivery 
c. Only retailer is making profits. 
i. May lead to consolidation of processors into two 
• They play processors against each other 
3. Outlook 
a. Industry 
i. Change of Asian diet to western one 
ii. USA dictates trends in production and consumption 
iii. Deregulation & drought has strengthened the notion that Qld will be 
market milk state 
• Currently however there is too much milk in Qld 
iv. At farm level not many young people getting into the industry 
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b. Future of dairy industry in Qld 
i. Move inland due to sustainability and environment issues, land values 
• Currently concentrated in coastal fringe 
ii. Decline in farm numbers 
• More western farms in irrigation areas America style 
iii. Less dependence on home grown feed, more bought in feed 
• Look of farm will change to feed pads 
iv. Increased productivity 
c. Processor E  
i. Depends on consolidation 
ii. National wants national presence - helps to secure national contracts 
• To introduce a brand need to throw lot of money and resources in 
that area 
iii. When we have reasonable chunk of market, say in about 5 years, we will 
source our own milk though farm supplies 
• Currently I don’t see National plant in Crestmead diversifying into 
other products because South (Vic and SA) has lot of processing 
capacity 
iv. Know your strengths and stick to it 
 
Corporate strategy 
1. Very modern and up-to-date facilities 
a. Latest technology leads to competitive advantage 
2. Pay milk producers competitive milk price and pass the profits back to our 
shareholders 
3. Run business better than a cooperative would. 
 
Milk procurement strategy 
1. Started forward contract with milk producers to ensure security of milk supply 
a. Previously bought most of milk from co-ops 
b. Procuring milk direct from milk producers rather than co-operatives 
i. To ensure security of supply 
ii. To smoothen fluctuations in price linked to export markets 
iii. To ensure better control of quality and traceability to farm 
2. Contract with Processor A and Processor D, in Qld and NSW, to supply milk for 
two years till the duration of Woolworths contract 
a. Expanding farm supplies will depend on whether the Woolworths contract is 
expanded 
3. Quality requirements are important because of the fresh product mix 
a. Food safety regulations 
b. Aggressive rewards for better quality 
c. One of the criteria for milk producer selection 
 
Farm services strategy 
1. Partners program 
a. A communication program specifically aimed at forging better relationship 
between Processor E and milk producers 
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i. Information exchange and communication through newsletters and web 
site 
ii. Business development – study tours 
iii. Collective buying – power, fertiliser, fuel, grain 
2. Sell surplus milk to other processors to mitigate risk 
a. Processor E trying to change ‘all milk to one processor’ mindset to manage 
risks for both milk producers and Processor E 
3. Communication should be at the right level 
a. Not too much, not too less. 
 
Commercial risks 
At retail level 
1. Loss of major contract for processor milk 
a. Milk disposal will be a major issue 
2. Price volatility in domestic and export market 
At procurement level 
1. Consistency of milk supply 
2. Risk from third party supplier 
a. But we are price leaders for farmgate milk so if we want we can more farm 
suppliers 
b. Milk can flow up north, our next farm supply base is in Taree, so milk can be 
shuffled 
c. After 2 years, we will try to lengthen third party milk supply contract, but in 
case that is not achievable bring milk from down south 
d. Developing a strong farm supply is a longer term option 
3. Weather, climatic conditions 
4. Too much competition at processing level, consolidation may address this issue 
5. National being a very profitable company is difficult to be taken over 
At farm level 
1. Low milk price 
2. Drought 
3. Farmers need to be business like and may be go seasonal 
4. Access to capital in rapid expansion phase 
a. Banks need to get away from asset base to cash flow based mindset 
5. Not many young people coming into industry 
a. No share farming in Qld - there was so much money that farmer used to put 
labour than someone else build equity 
 
Relationships 
With other processors 
1. Quality auditing 
a. Processor A, Processor D, Processor B, Processor E are meeting to set up cost 
effective quality auditing 
2. Procure milk from Processor A, Processor D 
a. easy to have good relation at procurement end rather than marketing end 
At farm level 
4. Milk producers should think more business like, explore opportunities more 
 A6-19
Appendix 6 
 
 
a. Milk producers risk averse 
b. Whinge about farmgate price, don’t work at costs, which they can control 
i. Price forecasting by Processor E is better than others. 
ii. Milk producers share of profits hinges on: 
• Returns from the export market 
• Premium for producing year round milk for domestic market. 
5. Contractual relationship 
a. Gives surety of milk supply to us and surety of volume to milk producer 
b. Contract structure 
i. Farmer indicate monthly volume of milk for the year 
ii. National indicates a minimum price and spot price, which normally 
fluctuated upwards of minimum price 
iii. Farmer is paid spot price for contracted volume and minimum price for 
the surplus 
iv. If they wish they can sell their surplus milk elsewhere 
• There are penalties for over and under supplies 
• Pay in kilograms of butterfat and protein 
• Quality bonuses grade 1with TC <15,000 and SCC<200,000, grade 2 
& 3 have bonuses as well, grade 4 no bonus whereas grade 5 has a 
penalty 
v. Do not impose much of volume penalty for oversupply because of small 
base in Qld currently take all the milk 
vi. Differentiation of farmgate price on transport and volume 
• Beaudesert gets logistical bonus but not Gympie 
• Volume incentive start at 3 million litres, only one farmer in Qld 
qualifies 
c. Previous version 
i. 12 months contract 
• Offers price certainty for one year on the minimum contracted milk 
volume 
ii. Processor E gives monthly price guarantee for 12 months. 
• Minimum price guarantee, which can be increased in face of 
competition 
iii. Milk producers can’t terminate the contract until liquidated or serious 
quality problems 
• Either party can give 3 months termination notice at the end of the 
contract. 
iv. Contractual obligation on part of milk producer to sell committed 
volume 
v. Processor E give two months notice on monthly price. 
• If monthly price same or above the minimum price, all milk 
producer milk goes at that price. 
• If monthly price below minimum price, contracted milk goes at 
minimum price, milk above that goes at monthly price. 
• Milk producer has option to sell the uncontracted price to third party 
if they don’t like the price 
d. Processor E ready to get into 3-year contract. 
i. Milk producer can lock grain contract. 
ii. Control input costs 
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iii. Futures arrangements on fertiliser. 
6. Options and futures as a hedging tool 
a. Grain industry could be one model 
b. Could act as insurance 
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Appendix 7 – Hierarchy of Nodes 
:;GCV1|1 
:;GCA1|2|NVivo, Project: PhD 10, User: User 
:;GCZ174 
1= /Issues  
2= /Issues/Environment  
3= /Issues/Environment/weather  
4= /Issues/Environment/weather/drought  
5= /Issues/Environment/Water use  
6= /Issues/Environment/Land use  
7= /Issues/Environment/Land use/Alternative land use  
8= /Issues/Environment/Land use/biodiversity  
9= /Issues/Environment/Land use/Urban encroachment  
10= /Issues/Environment/Land use/Right to farm  
11= /Issues/Environment/Animal welfare  
12= /Issues/Environment/Work place health & safety  
13= /Issues/Environment/effluent management  
14= /Issues/Food safety  
15= /Issues/Food safety/Quality  
16= /Issues/Food safety/Quality/Shelf life  
17= /Issues/Food safety/Quality/HACCP  
18= /Issues/Food safety/Quality/HACCP/Cold Chain  
19= /Issues/Food safety/Quality/Milk components  
20= /Issues/Food safety/Quality/Cell count  
21= /Issues/Food safety/Traceability  
22= /Issues/Food safety/Traceability/Audit  
23= /Issues/Innovation  
24= /Issues/Innovation/Product  
25= /Issues/Innovation/Product/Packaging  
26= /Issues/Innovation/Product/Development  
27= /Issues/Innovation/Product/Development/Organic  
28= /Issues/Innovation/Product/Development/non-dairy  
29= /Issues/Innovation/Product/Development/UHT  
30= /Issues/Innovation/Process  
31= /Issues/Innovation/Supply Chain  
32= /Issues/Innovation/R&D  
33= /Issues/Supply Chain Relationships  
34= /Issues/Supply Chain Relationships/Alignment  
35= /Issues/Supply Chain Relationships/Efficiency  
36= /Issues/Supply Chain Relationships/Efficiency/Cost  
37= /Issues/Supply Chain Relationships/Efficiency/Logistics  
38= /Issues/Supply Chain Relationships/Efficiency/Logistics/distribution 
channel  
39= /Issues/Supply Chain Relationships/Efficiency/Logistics/distribution 
channel/route  
40= /Issues/Supply Chain Relationships/Efficiency/Logistics/distribution 
channel/direct  
41= /Issues/Supply Chain Relationships/Efficiency/Logistics/distribution 
channel/service  
42= /Issues/Supply Chain Relationships/Efficiency/Logistics/distribution 
channel/new outlets  
43= /Issues/Supply Chain Relationships/Efficiency/Logistics/procurement 
channel  
44= /Issues/Supply Chain Relationships/Efficiency/Information  
45= /Issues/Supply Chain Relationships/Efficiency/Information/information 
sharing  
46= /Issues/Supply Chain Relationships/Efficiency/Information/information 
sharing/Electronic Data Interchange  
47= /Issues/Supply Chain Relationships/Efficiency/Information/market 
intelligence  
48= /Issues/Supply Chain Relationships/Efficiency/process  
49= /Issues/Supply Chain Relationships/Transactional Relationship  
50= /Issues/Supply Chain Relationships/Transactional 
Relationship/Communication  
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51= /Issues/Supply Chain Relationships/Transactional Relationship/Co-
operation  
52= /Issues/Supply Chain Relationships/Transactional Relationship/Specific 
investment  
53= /Issues/Supply Chain Relationships/Transactional Relationship/Specific 
investment/discounting  
54= /Issues/Supply Chain Relationships/Transactional Relationship/Specific 
investment/human resources  
55= /Issues/Supply Chain Relationships/Transactional Relationship/Specific 
investment/infrastructure  
56= /Issues/Supply Chain Relationships/Transactional Relationship/Specific 
investment/Goodwill  
57= /Issues/Supply Chain Relationships/Transactional Relationship/Specific 
investment/Financial  
58= /Issues/Supply Chain Relationships/Transactional 
Relationship/contracting  
59= /Issues/Supply Chain Relationships/Transactional 
Relationship/contracting/Processor-Processor  
60= /Issues/Supply Chain Relationships/Transactional 
Relationship/contracting/Processor-Milk Supplier  
61= /Issues/Supply Chain Relationships/Transactional 
Relationship/contracting/Processor-Milk Supplier/exit barrier  
62= /Issues/Supply Chain Relationships/Transactional 
Relationship/contracting/Processor-Milk Supplier/liquidated damages  
63= /Issues/Supply Chain Relationships/Transactional 
Relationship/contracting/Processor-Milk Supplier/penalty  
64= /Issues/Supply Chain Relationships/Transactional 
Relationship/contracting/Producer-Input Supplier  
65= /Issues/Supply Chain Relationships/Transactional 
Relationship/contracting/Processor-Retailer  
66= /Issues/Supply Chain Relationships/Transactional 
Relationship/contracting/Processor-Franchisees  
67= /Issues/Supply Chain Relationships/Transactional 
Relationship/Opportunistic  
68= /Issues/Supply Chain Relationships/Transactional 
Relationship/Opportunistic/Dictatorial  
69= /Issues/Supply Chain Relationships/Power  
70= /Issues/Supply Chain Relationships/Power/market share  
71= /Issues/Supply Chain Relationships/Power/market share/offshore  
72= /Issues/Supply Chain Relationships/Power/market share/national  
73= /Issues/Supply Chain Relationships/Power/Capital  
74= /Issues/Supply Chain Relationships/Power/Capital/due diligence  
75= /Issues/Supply Chain Relationships/Power/Competition  
76= /Issues/Supply Chain Relationships/Power/viability  
77= /Issues/Supply Chain Relationships/Power/viability/own  
78= /Issues/Supply Chain Relationships/Power/viability/buyer  
79= /Issues/Supply Chain Relationships/Power/viability/supplier  
80= /Issues/Supply Chain Relationships/Power/Profit  
81= /Issues/Supply Chain Relationships/Power/Consolidation  
82= /Issues/Supply Chain Relationships/Power/Consolidation/retail level  
83= /Issues/Supply Chain Relationships/Power/Consolidation/processor level  
84= /Issues/Supply Chain Relationships/Power/Consolidation/farm level  
85= /Issues/Strategies  
86= /Issues/Strategies/Retailer-Processor Dyad  
87= /Issues/Strategies/Retailer-Processor Dyad/Consumer  
88= /Issues/Strategies/Retailer-Processor Dyad/Consumer/loyalty  
89= /Issues/Strategies/Retailer-Processor Dyad/Consumer/traffic builder  
90= /Issues/Strategies/Retailer-Processor Dyad/Consumer/mix  
91= /Issues/Strategies/Retailer-Processor Dyad/Consumer/preferences  
92= /Issues/Strategies/Retailer-Processor Dyad/Consumer/preferences/health 
perception  
93= /Issues/Strategies/Retailer-Processor Dyad/Consumer/preferences/quality 
perception  
94= /Issues/Strategies/Retailer-Processor 
Dyad/Consumer/preferences/convinience  
95= /Issues/Strategies/Retailer-Processor Dyad/Promotion  
96= /Issues/Strategies/Retailer-Processor Dyad/Promotion/local embeddedness  
97= /Issues/Strategies/Retailer-Processor Dyad/Promotion/value enhancement  
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98= /Issues/Strategies/Retailer-Processor Dyad/Promotion/value 
enhancement/freshness  
99= /Issues/Strategies/Retailer-Processor Dyad/Promotion/value 
enhancement/freshness/taste  
100= /Issues/Strategies/Retailer-Processor Dyad/Promotion/value 
enhancement/healthy  
101= /Issues/Strategies/Retailer-Processor Dyad/Promotion/value 
enhancement/image  
102= /Issues/Strategies/Retailer-Processor Dyad/Promotion/value 
enhancement/value for money  
103= /Issues/Strategies/Retailer-Processor Dyad/Promotion/advertising  
104= /Issues/Strategies/Retailer-Processor Dyad/Promotion/Community base  
105= /Issues/Strategies/Retailer-Processor Dyad/Out of Stock  
106= /Issues/Strategies/Retailer-Processor Dyad/Shopping experience  
107= /Issues/Strategies/Retailer-Processor Dyad/Shopping experience/in-store 
execution  
108= /Issues/Strategies/Retailer-Processor Dyad/Shopping experience/Customer 
service  
109= /Issues/Strategies/Retailer-Processor Dyad/Shopping experience/Layout  
110= /Issues/Strategies/Retailer-Processor Dyad/Shopping experience/opening 
hours  
111= /Issues/Strategies/Retailer-Processor Dyad/Retail-Marketing strategy  
112= /Issues/Strategies/Retailer-Processor Dyad/Brand  
113= /Issues/Strategies/Retailer-Processor Dyad/Brand/Proprietary  
114= /Issues/Strategies/Retailer-Processor Dyad/Brand/Private  
115= /Issues/Strategies/Retailer-Processor Dyad/Brand/extension  
116= /Issues/Strategies/Retailer-Processor Dyad/Product  
117= /Issues/Strategies/Retailer-Processor Dyad/Product/Product Range  
118= /Issues/Strategies/Retailer-Processor Dyad/Product/Rent  
119= /Issues/Strategies/Retailer-Processor Dyad/Product/Product mix  
120= /Issues/Strategies/Retailer-Processor Dyad/Product/Product 
diffentiation  
121= /Issues/Strategies/Retailer-Processor Dyad/Location  
122= /Issues/Strategies/Retailer-Processor Dyad/Shelf space  
123= /Issues/Strategies/Retailer  
124= /Issues/Strategies/Retailer/Market share  
125= /Issues/Strategies/Retailer/Cost of business  
126= /Issues/Strategies/Processor  
127= /Issues/Strategies/Processor/positioning  
128= /Issues/Strategies/Processor/brand strength  
129= /Issues/Strategies/Processor/retail linkages  
130= /Issues/Strategies/Processor/operational efficiency  
131= /Issues/Strategies/Processor/supply security  
132= /Issues/Strategies/Processor/farm services  
133= /Issues/Strategies/Producer  
134= /Issues/Strategies/Producer/Operational efficiency  
135= /Issues/Strategies/Producer/Collective bargaining  
136= /Issues/Strategies/Producer/Niche  
137= /Issues/Strategies/Producer/Niche/Story  
138= /Issues/Strategies/Producer/Niche/Differentiate  
139= /Issues/Strategies/Producer/Niche/Customer focus  
140= /Issues/Strategies/Input Provider  
141= /Issues/Strategies/Input Provider/due diligence  
142= /Issues/Strategies/Input Provider/customer focus  
143= /Issues/Strategies/Producer-Input Provider dyad  
144= /Issues/Strategies/Producer-Input Provider dyad/Contract buying  
145= /Issues/Strategies/Producer-Input Provider dyad/Collective buying  
146= /Issues/Strategies/Producer-Input Provider dyad/Dairy business 
portfolio  
147= /Issues/Strategies/Processor-Producer dyad  
148= /Issues/Strategies/Processor-Producer dyad/Demand-Supply  
149= /Issues/Strategies/Processor-Producer dyad/Demand-Supply/Seasonality  
150= /Issues/Strategies/Processor-Producer dyad/Demand-Supply/supply base  
151= /Issues/Strategies/Processor-Producer dyad/Demand-Supply/supply 
base/exiting industry  
152= /Issues/Strategies/Processor-Producer dyad/Demand-Supply/supply 
base/switching processor  
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153= /Issues/Strategies/Processor-Producer dyad/Demand-Supply/supply 
base/supplying more processors  
154= /Issues/Strategies/Processor-Producer dyad/Demand-Supply/Processing 
capacity  
155= /Issues/Strategies/Processor-Producer dyad/Demand-Supply/Milk disposal  
156= /Issues/Strategies/Processor-Producer dyad/Demand-Supply/Milk returns  
157= /Issues/Strategies/Processor-Producer dyad/Collective bargaining  
158= /Issues/Strategies/Processor-Producer dyad/Business Culture  
159= /Issues/Strategies/Processor-Producer dyad/Business Culture/critical 
mass  
160= /Issues/Strategies/Processor-Producer dyad/Business Culture/Farming 
systems  
161= /Issues/Strategies/Processor-Producer dyad/Business Culture/Farming 
systems/expansion  
162= /Issues/Strategies/Processor-Producer dyad/Business Culture/Skills  
163= /Issues/Strategies/Processor-Producer dyad/Business Culture/Ageing  
164= /Issues/Strategies/Processor-Producer dyad/Business 
Culture/Ageing/succession planning  
165= /Issues/Strategies/Processor-Producer dyad/off-farm investment  
166= /Issues/Strategies/Price  
167= /Issues/Strategies/Price/Farmgate price  
168= /Issues/Strategies/Price/Farmgate price/base price  
169= /Issues/Strategies/Price/Farmgate price/Fluctuation  
170= /Issues/Strategies/Price/Farmgate price/transport cost  
171= /Issues/Strategies/Price/Farmgate price/price signalling  
172= /Issues/Strategies/Price/Input price  
173= /Issues/Strategies/Price/Retail price  
174= /Issues/Strategies/Price/Wholesale price  
:;GCF 
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(1 4) Supply Chain Relationships
(1 4 1) Alignment(1 4 2) Efficiency
(1 4 2 1) Cost (1 4 2 2) Logistics
(1 4 2 2 1) distribution channel
(1 4 2 2 1 1) route (1 4 2 2 1 2) direct (1 4 2 2 1 3) service(1 4 2 2 1 4) new outlets
(1 4 2 2 2) procurement channel
(1 4 2 3) Information
(1 4 2 3 1) information sharing
(1 4 2 3 1 1) Electronic Data Interchange
(1 4 2 3 2) market intelligence
(1 4 2 4) process
(1 4 3) Transactional Relationship
(1 4 3 1) Communication
(1 4 3 2) Co-operation
(1 4 3 3) Specific investment
(1 4 3 3 1) discounting
(1 4 3 3 2) human resources
(1 4 3 3 3) infrastructure
(1 4 3 3 4) Goodwill (1 4 3 3 6) Financial
(1 4 3 5) contracting
(1 4 3 5 2) Processor-Milk Supplier
(1 4 3 5 2 1) exit barrier
(1 4 3 5 2 2) liquidated damages (1 4 3 5 2 3) penalty
(1 4 3 5 3) Producer-Input Supplier
(1 4 3 5 4) Processor-Retailer
(1 4 3 5 1) Processor-Processor
(1 4 3 5 5) Processor-Franchisees
(1 4 3 6) Opportunistic
(1 4 3 6 4) Dictatorial
(1 4 7) Power
(1 4 7 6) Consolidation
(1 4 7 6 1) retail level
(1 4 7 6 2) processor level
(1 4 7 6 3) farm level
(1 4 7 1) market share
(1 4 7 1 1) offshore (1 4 7 1 2) national
(1 4 7 3) Competition
(1 4 7 4) viability
(1 4 7 4 1) own
(1 4 7 4 2) buyer
(1 4 7 4 3) supplier
(1 4 7 5) Profit
(1 4 7 2) Capital
(1 4 7 2 1) due diligence
Appendix 8 - A visual display of the 'Supply Chain Relationships' node hierarchy
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Appendix 9 – Glossary of Terms 
A set of glossary of terms used in this thesis 
Average age of inventory: Average age of inventory refers to average number of days’ sales in 
inventory. Average age of inventory is calculated by dividing 360, the number of days in a year, by 
inventory turnover. 
Average age of inventory = 360 / inventory turnover  
Inventory turnover is calculated by dividing the cost of goods sold by average inventory. 
The ratio of the days in inventory is the number of days it takes to get goods produced and 
sold. It is also called shelf life for retail and wholesale trade firms. 
Inventory turnover = cost of goods sold / inventory (average) 
Capabilities: Refer to the definition of Strategic competency. 
Category management: The management of product categories as strategic business units. The 
practice empowers a category manager with full responsibility for the assortment decisions, inventory 
levels, shelf-space allocation, promotions and buying. With this authority and responsibility, the 
category manager is able to judge more accurately the consumer buying patterns, product sales and 
market trends of that category. 
Continuous Replenishment Program (CRP): A program that triggers the manufacturing and 
movement of product through the supply chain when the identical product is purchased by an end-user.  
Costs of doing business: A key performance indicator for grocery retailers referring to the full cost of 
maintaining and servicing a retail store chain and supporting logistics activities. 
EBIT to sales (%): EBIT (Earnings before interest and taxes) to sales (%) or operating profit margin 
represent what are often called the pure profits earned on each sales dollar. Operating profits are pure in 
the sense that they ignore any financial or government charges (interest or taxes) and measure only 
profits earned on operations. 
EBIT to sales (%) = earnings before interest and taxes / sales 
Efficient consumer response: A demand driven replenishment system designed to link all parties in 
the logistics channel to create a massive flow-through distribution network. Replenishment is based 
upon consumer demand and point of sale information. 
Electronic commerce: Conducting business online. In the traditional sense of selling goods, it is 
possible to do this electronically because certain software programs that run the main functions of an e-
commerce website, such as product display, online ordering, and inventory management. The definition 
of e-commerce includes business activity that business-to-business (B2B), business-to-consumer 
(B2C). 
Electronic data interchange: Inter-company, computer-to-computer transmission of business 
information in a standard format.  
Every day low prices: A strategy used by grocery retailers to offer consistent, relatively low retail 
selling prices on a large number of core grocery food lines. 
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Gross profit margin: The gross profit margin indicates the percentage of each sales dollar remaining 
after the firm has paid for its goods. 
Gross profit margin = (sales – cost of goods sold) / sales = gross profit / sales 
Litres per labour unit: The inference is made that as margins have reduced, technology should be 
used to gain efficiency. The number of cows milked per labour unit will impact on profitability. 
Litres per labour unit = Total litres of milk / Number of labour units (paid + unpaid) 
Margin: Refers to the profit margins. 
Moving Annual Turnover (MAT): Sales for a 12-month period calculated on a monthly rolling basis. 
Net profit margin: The net profit margin measures the percentage of each sales dollar remaining after 
all expenses, including taxes, have been deducted. 
Net profit margin = net profit after taxes / sales 
Operating profit margin: Refer to the definition of EBIT to sales (%). 
Private Label: Products that are designed, produced, controlled by, and which carry the name of the 
retailer or a name owned by the retailer; also known as store brand, or generic brand. 
Production per cow: In QDAS the milking cow numbers used is all calculations includes milkers plus 
dry cows. This implies each cow has a calf annually. 
Production per cow = total milk production / number of cows 
Proprietary label: Retail food products that are branded in food company brands. 
Resources: Refer to the definition of Strategic competency. 
Return on equity: The return on equity (ROE) measures the return earned on the stockholders’ 
investment in the firm. The ROE is defined as net profits after taxes divided by average stockholders’ 
equity. 
 
ROE = net profits after taxes / average stockholders equity 
The most important difference between ROE and ROI (also known as ROA) is due to financial 
leverage. Financial leverage is related to the extent to which a firm relies on debt financing rather than 
equity. Thus another way of expressing ROE is: 
ROE =net profit margin x asset turnover x equity multiplier 
Or 
ROE = ROI x equity multiplier 
Where equity multiplier = total assets / total equity 
Return on investment: Return on investment (ROI) or return on assets (ROA) measures the overall 
effectiveness of management in generating profits with its available assets. ROA is defined as net 
profits after taxes divided by average total assets. 
ROI = net profits after taxes / average total assets 
 A9-2 
Appendix 9 
 
 
ROI can also be expressed as: 
ROI = net profit margin x asset turnover 
Route trade: The grocery food distribution channel that services independent and convenience stores. 
Stock Keeping Unit (SKU): A category of unit with unique combination of form, fit, and function 
(i.e., unique components held in stock). To illustrate: If two items are indistinguishable to the customer, 
or if any distinguishing characteristics visible to the customer are not important to the customer, so that 
the customer believes the two items are the same, these two items are part of the same SKU. 
Strategic competency: Bundles of skills or knowledge sets that enable a firm/supply chain, to provide 
the greatest level of value to its customers in a way that us difficult for competitors to emulate and that 
provides for future growth. Strategic competencies are embodied in the skills of the workers and in the 
firm/supply chain. They are developed through collective learning, communication, and commitment to 
work across levels and functions of the firm and with the customers and suppliers in the supply chain. 
This term is used interchangeably with Resources and Capabilities in this thesis. 
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